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- Fiduciary Service 
in New York State 


With over three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in this state. 


BROOKLYN TRUST 


177 Montague St.—Brookiyn Greater New York ‘\ AE 
New York Office—26 Broad St. 


One of the oldest Trust»Companies in the United States 


New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 


For over fifty years, we have been closing real estate 
contracts for our clients and have acquired the necessary 
experience to solve the various difficulties that ofttimes arise 
in connection with real estate. 


Title Guarantee and Trust Company 


176 BROADWAY lyre > 175 REMSEN STREET 
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Your Problems in Time 
of Uncertainty 


City Bank Farmers Trust Company, in its 119 years of 
experience, has dealt with the problems of managing 
property in its various forms during four periods of war- 
time uncertainty. 


Even in the best of times those problems are difficult. 
They require time, experience and judgment. But in 
these war-torn days, when a world revolution is in process 
and sovereign states, centuries old, are being destroyed, 
such problems demand experience and organization. 

The long and varied experience of City Bank 
Farmers Trust Company, which has served successive 
generations during the trying times of the past, can be 
called upon today and will be available in the years to come. 


EXECUTOR * CUSTODIAN OF SECURITIES * TRUSTEE 
MANAGEMENT OF INVESTMENTS 


TRUSTEE * PAYING AGENT * TRANSFER AGENT 
REGISTRAR FOR CORPORATIONS 
PAYING AGENT FOR STATES AND MUNICIPALITIES 


City Bank Farmers 
cums wea L7USt Company 


Head Office: 22 William St., New York; Uptown Office: Madison Ave. at 42nd St.; 
Brooklyn Office: 181 Montague Street 


Information may also be obtained through any branch of The National City Bank of New York 
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The Shift from Peace to War—and After 


A Four-Point Test for Fiscal Policies and Inflation Control 


? 


Following is the summary of the discussion at the August meeting of 
the Capital Economy panel of Trusts and Estates. In addition to the 
regular members, two outstanding European industrial and _ political 
economists participated: Dr. Antonin Basch—former general manager of 
United Chemical & Metallurgical Works of Prague—and Dr. Hans Gluck- 
stadt—for many years economic adviser to the Liberal Party of Denmark. 
Objectives were outlined for analysis of changes incident to the develop- 
ment of a war economy and main consideration given to the necessities in 


post-war readjustment. 


This month’s presentation deals with civilian 


production and inflationary forces.—Editor’s Note 


HERE are two ways of approaching 
the analysis of major economic dis- 
locations engendered by war and of in- 
terpreting their effects on savings and 
investments and thus on the national 
welfare. The first is to appraise the 
prospective conditions under the worst 
possible turn or trend of events and see 
what actions can be taken by institu- 
tional investors to give the best rela- 
tive protection to their beneficiaries in 
the post-war era. This may be called 
the “defeatist and salvage” attitude. 
The other, and only constructive ap- 
proach, is to see what steps can be 
taken as we go along that will give the 
best assurance of avoiding those dis- 
asters and laying the soundest possible 
foundation for the peace economy. 
The key objective of our defense pro- 
gram—as of non-defense activity—is 
the greatest possible production of both 


war material and civilian necessities. 
Armament production will, of course, 
have first call on materials, labor and 
facilities, and the time element now 
makes it apparent that until and unless 
we overcome serious bottlenecks and 
shortages, many civilian needs and 
facilities will have to give way im- 
mediately to “guns instead of butter” 
production. 

The lessons of European countries 
prove that work—not money—is the 
basis of financing present-day warfare 
or defense and at the same time of miti- 
gating runaway inflation. Money and 
credit take second place, though the 
fiscal policies pursued in meeting the 
costs of all-out defense and war-aid 
vitally affect the outcome, and must be 
matched by all-out work, with less re- 
ward in prospect. It is questionable, 
however, whether all groups in the 
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country are yet willing to make such 
sacrifices or are emotionally prepared to 
make the extra effort without greater 
incentives. The farm and labor policies 


and politics are cited in evidence. 


Capital’s Share 


APITAL, though, has already shown 

its willingness to take greater risks 
with less prospective reward. But it 
should receive a fair return and some 
opportunity for future recoupment, 
since it is the basis of welfare in an in- 
dustrialized economy. 

So far as the owner or beneficiary of 
capital is concerned, there are only two 
ways in which he can suffer: (1) reduc- 
tion of purchasing power of his income; 
(2) reduced earnings of his assets. The 
problem thus is what we can do now 
to prevent or mitigate these prospects. 
It is to be pointed out that every govern- 
ment uses a low rate of interest to 
finance war, and that we cannot expect 
great returns from bonds. The returns 
on common stock will also be curtailed 
due to the imposition of a high excess 
profits tax which imposes virtually a 
“limited-dividend” control. Attention 
is called to the rise in labor’s share 
of national income in Great Britain 
during the first eighteen months of war, 
while capital returns declined, with a 
similar trend here during the past two 
years. The regulation of prices while 
wages remained uncontrolled would 
squeeze manufacturers’, and probably 
distributors’ margins of profit, in many 
cases to the loss side, especially those 
with high labor factors, and thus make 
post-war readjustment still more diffi- 
cult. 


Fiscal Policy and Inflation 


STUDY of the various causes of 

price rises during war provides a 
key to the most pressing problems affect- 
ing savings, earnings and investment. 
The following causes of price rises were 
cited: 


1. Military demands. 
2. Government purchasing policy. 


3. Increased national income and civilian 
demand. 
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4. Bank credit. 
5. Stock up of inventory. 
6. Speculation. 


A sound fiscal policy is the only safe 
foundation and can, to a great extent, 
prevent the chief causes of inflation from 
becoming effective. Theoretically, at 
least, inflation could be prevented by: 


1. Taxes high enough to balance the bud- 
get. 

2. Further restrictions on reserves by 
Federal Reserve Board to check bank 
credit expansion. 

. A flat tax on income, collected month- 
ly at the source, adjusted to changes 
in the price index. 


However, if armament expenditures 
should reach 3 billions a month, it 
would be impossible to acquire this sum 
by taxation or by diversion of savings. 
As a practical matter, therefore, fin- 
ancial policies alone cannot prevent 
price increases. Thus, it will still be 
necessary to institute other types of 
controls. 


The Four Tests 


O meet the reguirements of a war 

economy, and at the same time pre- 
pare against post-war dislocations and 
depression, four tests might be applied 
to programs of private industry as well 
as of government: 


1. Assurance of adequate and efficient 
military supply and tools of produc- 
tion. 

2. Assurance of adequate immediate 
civilian needs and tools of production. 

3. Creation of highest possible back-log 
of deferrable civilian needs and desires. 

4. Creation of back-log of highest pos- 
sible consumer purchasing power. 


It being agreed that military demands 
take precedence over all other objec- 
tives, the question is raised as to the 
effects on non-defense industries of the 
diversion of supplies to defense pur- 
poses. The main question in non-de- 
fense industries is how much material 
—and labor—are left for them after de- 
fense needs. Such industries should be 
encouraged to produce to the utmost 
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where they do not conflict with defense 
needs. The investor is faced with the 
problem of determining which indus- 
tries will be most affected by the shift, 
and in what manner. It is largely a 
question of the ability to shift to the 
production of other goods. Small or 
highly specialized industries will prob- 
ably be the ones most seriously hurt, 
hosiery companies being cited as a 
prime example. The priorities list in- 
dicates those materials of which there 
is a shortage and may act as a partial 
guide to investors.* 


Price Controls and Post-War Spending 


HE question was raised as to what 

alternatives we have to price con- 
trol and priorities to avoid price ad- 
vances. One point of view holds that 
price rises are desirable for luxury and 
semi-luxury goods as an absorbent to 
increased national income, price stabil- 
ity being needed only for necessities 
and war goods. Another point of view 
holds that we must maintain a stable 


price level for all products to avoid an- 
ticipatory buying due to fear of price 
increase, since wage earners, particul- 
arly those benefitting by the defense 
program, are interested in more than 


the necessities. It was agreed that 
stability of wage earnings depends upon 
price stability, and that price stability, 
in turn, requires wage stability. Rising 
costs would, furthermore, not only add 
heavy burdens to the defense program 
but also might endanger the whole plat- 
form of social security and vitiate “so- 
cial gains.” 


Complete economic demobilization at 
the end of the war is unlikely. We 
would have to continue a defense and 
spending policy or another severe de- 
pression would be assured, with the con- 
sequent stress on our social system. 
Even with such public works spending, 
some depression could not be avoided 
in the post-war readjustment period. 
The time to prevent post-war depression 
is now, by ensuring that the policies 
adopted do not aggravate the disrupt- 
ing influences at work in war time. The 


*See page 124 for latest figures. 
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deferrment of all possible government 
expenditures to build up a back-log for 
public works, as well as industrial ex- 
pansion, in the post-war period is ad- 
vocated. A joint government-industry 
economic planning council might very 
advantageously be created now to study 
means of cushioning the second change- 
over. 


Plant Capacity and Employment 
Stability 


HE post war situation would be af- 

fected in part by the extent to which 
expansion of capacity occurs during the 
war. One test of the necessity or de- 
sirability of expansion of capacity is 
found in the relative importance of 
military demand. When it takes a high 
proportion of the available supply, capa- — 
city must be expanded as a matter of — 
vital necessity (e.g. aluminum). If it 
takes a small proportion, on the other 
hand, the curtailment of civilian sup- 
plies would seem to be the preferable 
alternative, in the interest of modifying 
post-war maladjustments. 


Furthermore, if the basic causes of 
unemployment are not removed then de- 
pression will return after this war-time 
boom has subsided. When the let- 
down comes, the only avenue of man- 
agement will be the discharge of em- 
ployees, since there will be no back-log 
of funds. One suggestion for offsetting 
this tendency is that if the pending 
tax bill would provide for removal of 
new or additional taxes after the emer- 
gency, business men would hasten to 
make plans for the future. This is im- 
portant as business is not able to set 
aside reserves for future use under 
present conditions. The present tax 
policy of “heads you win, tails I lose” 
should be corrected. 


The trusteeing of certain income and 
reserves to be paid out after the war 
for rehabilitation, research and indus- 
trial expansion, thus applying the prin- 
ciples of the deferred income plan to 
industry as well as to individuals, is 
also suggested. There is already some 
precedent for this in the British excess 
profits tax. 
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A TWO-EDGED SWORD—The defer- 
ment of civilian production of products 
such as automobiles, refrigerators, house- 
hold appliances, etc. has a twofold effect: 
It facilitates the diversion of labor and 
materials to the defense effort and 
builds a backlog of demand for the post 
war period. 


These products are all durable goods, 
the demand for which can be postponed 
by lengthening the service period of the 
existing stock of goods. Thus it is cer- 
tain that over the war period a backlog 
of demand for consumers’ durable goods 
will be built up, which will act as an off- 
set to the curtailed output of war goods 
in the post war period. The drain on 
essential raw materials and manpower 
could be reduced and additional post war 
backlog of demand built up if all public 
works, federal, state and municipal — 
not deemed vital to national defense— 
were postponed. That these latter pro- 
jects will be disturbed by war needs is 
clear from the recent difficulties reported 
by Comptroller McGoldrick in New York 
City. As the defense tempo steps up, it 
may be necessary to abandon projects 
that had been started. Such difficulties 
can be averted by not starting these pro- 
jects in the first place. 


However, the building up of a backlog 
of demand is not enough to avert a post 


war depression. It has recently been 
clearly demonstrated that it takes time 
to convert a peace economy to a defense 
economy. It will also take time to con- 
vert the defense or war economy back to 
a peace basis. And the longer the war 
lasts, the more difficult will such a read- 
justment be. The bottlenecks met in one 
direction will also be encountered when 
the direction is reversed—machine tools 
furnish an excellent illustration. Thus 
it is necessary to provide not only the 
backlog of demand but also the means of 
supplying it. 

A third element in this picture is en- 
suring that consumers have the purchas- 
ing power to make this potential demand 
effective. The tightening up of install- 
ment credit terms will be a factor 
strengthening consumers’ future buying 
power because their future income will 
not be mortgaged away to the same ex- 
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tent as in the past (about 4% billions 
of goods were purchased this way in 
1940). The adoption of some form of 
forced saving as is now practiced in 
England would reduce the pressure of 
demand for goods today—and hence act 
to limit price rises—and also furnish the 
funds to make demand effective in the 
post war period. 


There are many other elements in this 
problem of preventing a post war cata- 
clysm. Some agencies of the government 
are already making studies concerning 
what can be done after the war. How- 
ever, there is a tendency for government 
studies to stress grandiose public works 
schemes to eushion the expected slump. 
Would it not be advisable to establish a 
Commission consisting of representatives 
of government, labor, management, fin- 
ance, and consumers to study this ques- 
tion from all angles and to make recom- 
mendations for a comprehensive pro- 
gram? . We cannot afford again to win 
the war and lose the peace. 


EXCESS PROFITS TAX RESERVE 
—Equally as important as the provision 
of a backlog of widespread civilian 
needs and purchasing power to bridge 
the gap when peace comes and the arm- 
ament boom recedes, is that of the abil- 
ity and willingness of private industry 
to re-tool and rehabilitate its facilities 
for civilian production. There should 
be many technological. developments 
from the war which could be adapted 
to public benefit through plant improve- 
ment or expansion in the post war per- 
iod. Furthermore, new uses of excess 
supplies, or substitutes for expensive 
products or inaccessible raw materials 
may have to be developed and require 
financing for such conversion and main- 
taining payrolls. 


But will industry be in a position to 
do this? Corporate taxation is rapidly 
approaching the point where it will not 
be possible to accumulate reserves to 
finance such a changeover. Current re- 
ports showing record profits are mis- 
leading—tax rates are still on the rise; 





THE CAPITAL ECONOMY 


labor unions will demand larger shares 
and depreciation allowances may be re- 
stricted. 

It has been proposed, as a means of 
building a backlog for industrial con- 
struction and production, that part of 
the increase in corporate excess profit 
taxes be credited to the payers and made 
available to them after war for speci- 
fied purposes such as re-tooling, plant 
rehabilitation, research, etc. Such re- 
serves might further be useful as a cred- 
it toward any increased “civilian goods” 
payrolls (after allowance for reduction 
in government defense orders). 

These “readjustment reserves” could 
be used to purchase government notes or 
bonds and trusteed with established, 
qualified fiduciaries under agreements, 
providing for the manner of release or 
sale (as to the Federal Reserve banks) in 
proportion to approved expenditures by 
the corporation beneficiaries. 
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Obviously, no change would be made 
in the current net income balance by 
such reserves—the taxes would be both 
collected and spent. To many corpora- 
tions—perhaps to the majority of free 
enterprises—this “deferred-income”’ al- 
lowance out of the excess profits tax 
might be the difference between read- 
justment to peace production and bank- 
ruptcy. To the country it might mean 
the difference between continued em- 
ployment and the disastrous conse- 
quences of depression—or control and 
operation of industry under state cap- 
italism in the post war period. While 
this proposal may not be considered 
feasible under the present structure of 
excess profits tax rates, provision 
should be made for some such reserve 
if rates are further increased. 


The adoption of this plan will de- 
crease the need for a huge public works 


THE ECONOMIC DEFENSE BOARD 


Recently appointed by President Roosevelt from among cabinet members already 
heavily taxed with defense work, the Board is shown here at its first meeting, and will 
probably be largely concerned with problems of economic warfare and defense. 


Those present were: (1. to r. seated): Secretary Morgenthau, Vice President Wal- 


lace, Secretary Stimson, Secretary Wickard. 


(Standing): Secretary Knox, Assistant 


Secretary of State Acheson, Secretary Jones, and Solicitor General Biddle. 
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program at that time, even allowing for 
a continuance—on a declining scale— 
of a military production program. 


STANDARDIZATION FOR DE- 
FENSE—Right now this country is try- 
ing to produce more goods than at any 
time in the history of the nation. This 
defense effort brings the whole sub- 
ject of standards into sharp focus; for 
standardization, which underlies all 
mass production, is fundamental to our 
whole program. 


A manufacturer who takes a contract 
for a product which differs from his 
regular line of production is faced with 
the necessity of making many changes 
in the equipment and operation of his 
plant. His problems are much like 
those of an automobile manufacturer 
in re-tooling for a new model. These 
problems are basically problems of 
standardization. 

Every government order carries with 
it the specifications or standards that 
define the gun, tank, blanket, or truck 
that the manufacturer has to make, or 
the materials that he has to supply. A 
single government order may extend to 
hundreds of companies — manufactur- 
ers of parts or suppliers of materials. 
Many of the companies will not have 
had experience with these particular 
products. Each of them in turn must 
control all his operations so that the 
completed product will comply with the 
standards originally laid down as a 
part of the order. Hence, every one of 
these manufacturers must have a thor- 
ough understanding of standards—how 
to work to them in shop, processing 
plant, and assembly line—or the job is 
slowed down. 

The integration of the entire process 
into a smooth flow like a great river 
system is an enormous undertaking. 
Shortcomings in the government stan- 
dards or in the manufacturers working 
to them—too many kinds of products— 
obsolete requirements — unnecessarily 
close fits—faults in workmanship or 
materials — all result in bottlenecks 
which cut down the flow of the goods. 
Innumerable bottlenecks are due to a 
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lack of adequate national standards ac- 
ceptable to government and industry 
alike. 

Fortunately we have already made a 
start on the development of the na- 
tional standards needed. This start 
grew out of the experiences of World 
War I that led to the setting up of the 
American Standards Association. An 
idea of the extent to which the national 
stage of standardization has developed 
since that time is given by the fact that 
over 500 national organizations — in- 
dustrial, technical and governmental— 
are taking part in the development of 
some 600 standards undertakings. 425 
American Standards have been com- 
pleted and are in wide use. 


To the extent that the number of styles 
or types is curtailed, changeovers are 
reduced with the consequent increase in 
output. Similarly, fewer styles mean 
smaller total inventories. As the exper- 
ience in Great Britain has clearly indi- 
cated, standardization is also vital to the 
successful operation of commodity con- 
trols, and the British Association has 
played an important role in this connec- 
tion. 


DEFENSE DEPRESSION FOR 
SMALL BUSINESS—Up to the present 
time defense contracts have been placed 
principally with large corporations. 
These large organizations are able to 
send representatives to Washington to 
carry on negotiations with Government 
agencies, they have lawyers who under- 
stand the rules, and they have the capital 
to make the necessary plant adjustments 
to handle war orders. Although many 
small organizations have been enjoying 
good business they are not able to do 
what big business can do in order to 
obtain these contracts. Gradually, as 
the priorities system spreads, the produc- 
tion of non-defense goods is being inter- 
rupted and many small firms are being 
forced out of business. The urgent need 
to utilize all available facilities—large 
and small—calls for special effort to 
spread war orders to these smaller con- 
cerns. A “bits and pieces” program, 
such as that followed in England, must 
be adopted. The recent reorganization 
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of the OPM Defense Contract Service 
will probably stress this problem. 


While big corporations account for an 
important part of our industrial activ- 
ity, the existence of thousands of profit- 
able small businesses is of immeasur- 
able importance. Many individuals with 
valuable talents prefer working for 
themselves rather than for a big corpor- 
ation. These small organizations effic- 
iently produce many special products and 
therein often lies a weakness. Gener- 
ally, they have the initiative and ability 
to adjust themselves to changing condi- 
tions and contribute their part to the 
economy, but the impact of the defense 
boom is too violent and not at all like 
a normal period of prosperity. Big cor- 
porations will usually be able to effect 
re-tooling and replace normal business 
with defense business, while small organ- 
izations that have not obtained defense 
business will find that as a result of 
priorities their output is being restricted 
or stopped. 


This is more than a problem of dol- 
lars and cents. It is a matter of deep 
political significance. The more indus- 
try is concentrated, the more we move 
away from the principles of democracy. 
The larger and more powerful the econ- 
omic units in our society, the greater 
is the need for control. If most of the 
small business organizations should be 
eliminated and industry become domin- 
ated by a limited number of large com- 
panies, we would be threatened with the 
loss of the very things that we are in 
this struggle to preserve. If this should 
happen, it would mean defeat for the 
victor. 


The position of small business must be 
recognized and every effort be made to 
permit its participation in this defense 
effort. The recent Defense Clinic held 
in New York served to bring large and 
small business together and opened up 
many opportunities for the latter to par- 
ticipate in subcontracting of defense 
orders. Similar clinics should be held 
in all parts of the country and at fre- 
quent intervals with particular emphasis 
upon securing the attendance of small 
business men. 
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Unless the little shops of the country 
can be kept running by adjustment to 
or relaxation of priorities, by subcon- 
tracting or by producing substituties, 
we face a further curtailment of civilian 
production, and of employment both in 
manufacturing and merchandising. 


Presidential Powers 


A list of powers, of special interest to 
business men, which are available to the 
President under the full emergency, in- 
cludes: Power to create governmental agen- 
cies for industrial mobilization, price con- 
trol, and defense. Power to sell, lease, or 
lend defense materials to any nation desig- 
nated by him. Power to assign priorities 
for any materials, products, and supplies, 
and to order transportation priorities of 
freight and troop movements. Power to 


take possession of any system of transpor- 
tation, and to requisition both foreign and 
domestic merchant vessels. 

In certain contingencies he can take over 
industrial plants, and he can requisition ma- 
chine tools and other devices of production. 
He has power to enter into special defense 


contracts, and to build up stock piles of 
strategic materials. He can control im- 
ports, and he can license exports and seize 
articles intended for export. He has full 
control over the power resources of the na- 
tion, and he can use for the public interest 
all powerhouses, dams, conduits, and reser- 
voirs. 

He has broad control over banking and 
credit expansion, including power to order 
the closing of banks. He can forbid banks 
that are members of the Federal Reserve 
System to transact business except under 
regulation by the Secretary of the Treas- 
ury. He has power to suspend trading in 
any security for a period of 10 days, and 
to suspend all security trading for a period 
of 90 days. He controls gold, and within 
limits the gold content of the dollar. He 
has control over transactions in foreign ex- 
change, and over funds of foreign nations 
deposited in this country. 

He can establish censorship between this 
and any foreign country, and take over or 
close any radio station. He can keep the 
National Guard under arms, and call reserve 
officers to active duty. He can control 
movements of aliens, and put an army of- 
ficer in control of the Panama Canal, etc., 
etc——The Cleveland Trust Co. Business 
Bulletin, June 16. 
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Bottlenecks — Defense and Civilian Industry 


“Business as usual” is definitely a thing of the past for the remainder 
of the war period, and probably for some time after that. The impact 
of our defense effort is requiring the diversion of materials from the 
industries to which they flow in peace time and will soon raise havoc with 
the production schedules of these industries. The investment status of 
many companies will be affected by these changes. As a service to our 
readers, we will publish from time to time data indicating the types of 


products affected by these changes.—Editor’s Note 


SHARP picture of the shortage of 

supplies for civilian industry as a 
result of the defense effort was recent- 
ly given by R. E. McConnell, chief of 
the O.P.M. Conservation Unit. For se- 
lected materials he summarized the re- 
lationship (at the beginning of July 
1941) between civilian demands and the 
supply remaining to meet those de- 
mands. The following data show the 
proportion of civilian demand that can be 
met by the supply remaining after mil- 
itary needs are satisfied: 


Aluminum (virgin and scrap) _.. 7% 
Cork 

Copper 

Mica 

Nickel 

Alloy steels 

Tungsten 


Chromite 
Manganese 
Mercury 
Plastics 
Nitrates 


(67 in South East) 
90 
(67 on plate, etc.) 


The above data show clearly the 
shortage problem for many raw mate- 
rials—and as the defense program 
picks up speed, these shortages will be 
come more acute. 

The imposition of commodity con- 
trols is also indicative of areas of the 
economy which may be affected by 
shortages and hence the following com- 
plete list of these types of control— 
with the date instituted—is given. 


General Price Ceilings 


ORMAL price ceilings have thus far 

been established for a limited num- 
ber of commodities by O.P.A.C.S. and 
its predecessor, The Price Stabilization 
Division, as follows: 


1. Second Hand Machine Tools (Mar. 
1, 1941) 
. Aluminum Scrap (Mar. 25) 
. Zine Scrap (Mar. 31) 
. Iron and Steel Scrap (April 3) 
. Bituminous Coal (Apr. 2, revoked 
May 1) 
. Iron and Steel (Apr. 17) 
. Combed Cotton Yarn (May 26) 
. Nickel scrap and secondary materials 
containing nickel (June 2) 
. Hides and skins (June 16) 
. Pig iron (June 24) 
. Cotton Grey Goods (June 28) 
. Brass mill scrap (July 22) 
. Douglas fir plywood (Aug. 1) 
. Raw silk and silk waste (Aug. 4) 
. Copper (Aug. 12) 
. Raw Sugar (Aug. 13) 
. Tin (Aug. 15) 
. Burlap (Aug. 15) 
. Southern Pine Lumber (Aug. 16) 
. Copper Scrap (Aug. 18) 


Priorities—Industry-Wide Control 


HE Priorities Division has imposed 

industry-wide mandatory control on, 
and regulated the distribution of, the 
following materials and classes of 
materials from the date indicated: 


. Aluminum (Feb. 24, 1941) 
. Machine tools (Feb. 24) 

. Magnesium (Mar. 3) 

. Nickel (Mar. 7) 

. Ferro-tungsten (Mar. 27) 
. Nickel-Steel (Apr. 11) 

. Copper (May 29) 

. Cork (June 2) 

. Synthetic rubber (June 9) 


Conan r WNW 
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. Borax and Boric Acid (June 9) 
. Polyvinyl Chloride (June 9) 

. Tungsten High-speed steel (June 11) 
. Zine (June 11) 

. Rubber (June 22) 

. Chromium (July 7) 

. Calcium Silicate (July 28) 

. Chlorine (July 28) 

. Pig Iron (Aug. 1) 

. Iron & Steel products (Aug. 10) 
. Silk Waste and Noils (Aug. 10) 
. Vanadium (Aug. 14) 


Inventory Control 


N addition to the materials under in- 

dustry-wide mandatory control, the 
Priorities Division has exercised a mild 
form of inventory control over the fol- 
lowing thirteen metals and classes of 
metals since May 1, 1941: 


Antimony 

Cadmium 

Cobalt 

Ferrous Alloys, all types 

Iridium 

Lead 

Manganese or Spiegeleisen 

Mercury 

Molybdenum 

Nonferrous alloys, all types, except al- 
loys in the composition of which the 
percentage of copper metal by weight 
equals or exceeds the percentage of all 
other metals. 

Tin 

Secondary materials, or scrap, containing 
therein any of the metals listed or any 
metals already subject to an order of 
the Director of Priorities prepared for 
sale in order to recover the metal con- 
tent thereof. 


Supply-Demand Data 


N connection with the various rules 

and orders, the defense agencies 
often furnish statistics to indicate the 
reason for their actions. These data in- 
dicate the extent of the shortages more 
specifically: 


Aluminum 
Supply available—ingot 
& secondary 
Direct military demand 
(July 1-Dec. 31, 1941) 344,000,000 lbs. 
Indirect military 


400,000,000 lbs 


56,000,000 Ibs. 


Total military demand 400,000,000 Ibs. 


THE WASHINGTON 
LOAN AND TRUST 
COMPANY 


WASHINGTON, D. C. 


Pioneer Trust Company of the Na- 
tion’s Capital, rendering a world- 
wide fiduciary and financial ser- 
vice. 


Member Federal Reserve System and 
Federal Deposit Insurance Corporation 


Available for Civilian Demand—some 
secondary aluminum that can’t be 
used for military purposes. 


Copper 
(short tons) 
Available Supply (all sources) 
1941 
Combined Military and Civ- 
ilian Demand 1,950,000 
Shortage for Civilian Needs 350,000 


Pig Iron 
(tons) 
Available Supply 57,100,000 
(of which 54 million tons 
is 1941 production) 
Estimated Military Demand 9,000,000 
British and Export Demand _.12,300,000 
Civilian and Indirect Defense 
Demand 40,700,000 
62,000,000 
Shortage for Civilian Needs 5,000,000 


———__ 9 


Canadian Trust Company Dividends 
Decrease 


Three Canadian trust and loan companies 
have announced reductions in annual divi- 
dend rates because of the heavy burden of 
taxation. Trusts and Guarantee Company, 
Toronto, is paying $1 a share as a semi- 
annual dividend, compared with former pay- 
ments of $2. Premier Trust Company, 
Toronto, is paying $1.50 a share as a semi- 
annual dividend, compared with former 
payments of $2. Canada Trust Company, 
London, is paying semi-annual dividend of 
$3 a share, whereas last year the company 
paid at the annual rate of $8. 





TRUSTS and ESTATES—August 1941 


MODERN FARMING 


is Beg Casinen | 


HE HORSE and mule were used to plow and cultivate most of the 

land in this country only a few years ago. Agriculture was a large 
industry then but, not until tractor and truck took up where old 
dobbin left off and, with other machinery, increased the output of 
human hands, did farming become the Big Business it is today. 


Thousands of investors, in cities far removed from individual farm 
operations, are taking the opportunity to place their funds in securi- 
ties backed by progressive agriculture. They do this by purchasing 
consolidated debentures of the Federal intermediate credit banks. 


These obligations, regardless of maturity, are eligible as security 
for all fiduciary, trust and public funds held under authority of the 
Federal government and for loans to Federal Reserve member banks. 


THE FEDERAL INTERMEDIATE CREDIT BANKS 


SPRINGFIELD, MASS. LOUISVILLE, KY. ST. PAUL, MINN. HOUSTON, TEX. 
BALTIMORE, MD. NEW ORLEANS, LA. OMAHA, NEB. BERKELEY, CAL. 
COLUMBIA, S. C, ST. LOUIS, MO. WICHITA, KAN. SPOKANE, WASH. 


Further information regarding the Debentures may be obtained from 


CHARLES R. DUNN, Fiscal Agent 31 Nassau Street, New York, N. Y. 
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Price Fixing Delusion 


Realistic Fiscal Policy Needed to Prevent Price Inflation 


JULES BACKMAN 
New York University School of Commerce, Accounts & Finance 


HE main objective of the defense 

effort is to increase the production 
of instruments of war. Other collater- 
al objectives are to prevent inflation 
and thus keep down the cost of living 
and the cost of the program to the gov- 
ernment, as well as to prevent post- 
armament collapse, profiteering, and 
speculation. It is with these objectives 
in mind that price control legislation 
must be considered. To approach the 
problem of preventing price rises ra- 
tionally, it is essential first to consider 
the causes of war time price rises. 
These include: 


a. Increased demand for war materials 
added to “normal civilian demand.” 


b. Increase in civilian purchasing power 
at a faster rate than civilian supplies, 
especially after the initial slack in 
productive capacity is taken up (at- 
tributable mainly to inflationary ten- 
dencies in war finance and accompany- 
ing expansion in bank credit). 

. Curtailment of civilian supplies — 
notably durable consumers’ goods 
which compete for the same raw mate- 
rials used in war goods or which are 
dependent upon raw materials ob- 
tained from countries made inacces- 
sible as a result of war. 

. Increased cost of shipping due to 
higher insurance rates, convoys, more 
distant sources of supply, use of more 
roundabout routes. Also curtailment 
of supplies because of lack of shipping 
space. 

. Wage increases which infringe upon 
profit margins and necessitate further 
price increases. 

. Fear of future price rises or, more 
important, of future shortages leads 
to forward buying, the building of in- 
ventories, hoarding of goods, and 
speculation. 

. Lack of coordination in government 
purchasing. 


In addition there has been operative 
in the United States a special factor— 
a strong farm bloc which is taking ad- 
vantage of the emergency to accomplish 
objectives not before attainable. 

A sound solution for the price prob- 
lem calls for the elimination, modifica- 
tion or counteraction of the causes. 
The mere fixing of prices is not enough 
and will result in failure if the under- 
lying pressures for price rises remain. 
The wide diversity of causes suggests 
the need for a diversified program of 
action—there is no simple solution. 


Riding Off in Opposite Directions 
M ANY actions taken by the defense 


authorities up to date have been 
concerned with the elimination or modi- 
fication of the causes of price rises. 
For example, there has been a better 
coordination of government purchasing 
than in the World War; priorities have 
been instituted where shortages of vital 
materials prevail; selected price con- 
trols have been adopted in many cases 
where price rises would perform no val- 
uable function; margin requirements 
for commodity trading have been in- 
creased; export controls have been in- 
stituted to prevent the outflow of mate- 
rials needed for defense and those 
which would aid the aggressor nations; 
stock piles of strategic materials are 
being created; where necessary, tariffs 
have been circumvented by direct pur- 
chases abroad (e.g. of copper); bonds 
are being sold to absorb purchasing 
power in the hands of civilians; and 
so on. 

On the other hand, other actions 
which have been taken or permitted 
during the past few months have made 
the attainment of the objectives out- 
lined above more difficult. These in- 
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clude the approval of higher prices for 
farm products, the wage policy, lack of 
coordination between various aspects 
of the defense program (for example, 
the duplication of effort between the 
Priorities Division of O. P. M. and the 
Civilian Allocation Division of O. P. A. 
C. S.). 

Price fixing is only one weapon in the 
arsenal that should be established to 
limit price advances. It should be ap- 
plied in only limited areas and only 
after other methods have proven not 
fully successful. 


Fiscal Policy First 


O prevent general price rises, re- 

liance must be placed upon fiscal 
control rather than price control. How- 
ever, direct price control would still 
have an important role in preventing 
selected commodities from getting out 
of line. 

A fiscal program to this end would 
necessitate heavier tax burdens, the 
lowering of exemptions, and expanded 
sales of bonds to individuals. If these 
measures are not effective, some type 
of deferred spending program will be 
necessary if price rises are to be kept 
within bounds. This program of de- 
ferred spending might take the form of 
increased income taxes with the pro- 
vision for a return of part of the pay- 
ments in the post-war period (similar 
to the device now used in England) or 
some other measure to accomplish the 
same purpose. It is particularly essen- 
tial to reach the recipients of increased 
incomes if the taxing program is to be 
successful in limiting general price in- 
creases. 

A general ceiling plan such as that 
proposed by Mr. Baruch would not 
solve the problem of inflation. It would 
involve a tremendous problem of ad- 
ministration and would be ineffective 
in the absence of such fiscal controls as 
indicated above; while the use of the 
fiscal device would render the general 
ceiling plan unnecessary. 


Selective Controls 


OWEVER, there is a definite role 
to be played by selective price fix- 
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ing in war time. While many business 
men would cooperate and have cooper- 
ated, as the experience of O.P.A.C.S. 
and O.P.M. has shown, there will al- 
ways be a small group failing to do so. 
In order to dispel any doubts as to the 
legality of price control actions, some 
type of legislation should be adopted. 
Prices still have a function to perform 
in the allocation of those consumers’ 
goods and raw materials not needed for 
the war effort. Price rises for semi- 
luxury and luxury goods should be per- 
mitted. In our concern about adequate 
supplies, and the fear that business men 
may make large profits, it often is as- 
sumed that if a price rise can no longer 
attract increased supplies, it is undesir- 
able. This attitude overlooks one of 
the two functions of rising prices: the 
curtailment of demand. If rising prices: 
are not permitted to allocate demand, 
then a universal system of rationing 
will have to be instituted. 


The power to fix prices can be of 
value primarily as a means of keeping 
particular prices in line. It will not 
and cannot serve to check effectively or 
to prevent general inflation since it: 
does little to modify the basic pressure: 
for price rises which is exerted by a: 
program of war finance that relies heav-- 
ily upon borrowing from the banks, 
rather than upon taxation or the diver-- 
sion of civilian purchasing power to the 
government. The proposed bill, which 
emphasizes selective price control, is: 
the appropriate approach—with certain: 
important modifications. 


Farm-Wage Dangers 


HE fundamental defects in the: 

price control bill as introduced in 
Congress are the exclusion of wages 
from its provisions and the special 
treatment accorded to farm prices. 
Since these two factors, along with in- 
creased shipping costs, have been 
among the main factors in the price 
rises to date, according to Administra- 
tor Henderson and other competent 
analysts, their omission from the con- 
trol scheme represents a serious gap: 
and one bound to militate against its. 
success. 
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ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company + Serves the Country's Largest Corporations 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 


Price control will prove ineffective un- 
less wages are included. In the words 
of President Roosevelt, “There cannot 
be price stability if labor costs rise ab- 
normally.” Not that wages should be 
frozen at existing levels. But any rise 
in wages which would cause a further 
rise in prices, thus effectuating a wage- 
price spiral, should not be permitted. 
The Administrator should be author- 
ized to intervene to prevent such wage 
increases. 


An analysis of the Bureau of Labor 
Statistics comprehensive index of whole- 
sale prices shows that the recent ad- 
vance has been due mainly to increases 
in farm products which since February 
have advanced 23% (food products have 
advanced 15%) as compared with a 
price rise of less than 7% for all other 
products including textiles which have 
also been affected by the rise in farm 
prices. 

For a number of years the farm bloc 
has been selling the public the parity 
idea for agricultural products. Not too 
often is it mentioned that the pre-war 
period selected for parity is the one in 
which farm prices had one of the most 
favorable relationships during the past 
century. But now the farm bloc is ap- 
parently not satisfied even with this 


highly favorable objective. The provi- 
sion in the present bill that farm prices 
should not be fixed below 110 per cent 
of parity or the price prevailing July 29, 
1941, brings this out clearly, and would 
ensure that food prices could continue to 
rise. 


Farm-Wage-Industrial Price Spiral 


HE consequent increase in the cost 

of living would give labor a sound 
reason for demanding higher wages, the 
granting of which would require higher 
prices for industrial products. This 
latter price rise would increase the cost 
of goods to the farmer thus making pos- 
sible still higher farm prices before the 
110 per cent level would be attained. 
In other words, we have here the set- 
ting for a “farmprice-wage-industrial 
price spiral.” Price fixing gives way 
before price raising. Furthermore, 
newspaper reports already indicate the 
farm bloc is not satisfied with 110 per 
cent. 


Farm prices should be placed on the 
same basis as other products by delet- 
ing section 3 from the bill. The Ad- 
ministrator should be given the power 
to stop any price increases for neces- 
saries of life and, since many farm pro- 
ducts fall under that category, they 
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€, COMPLETE TRUST SERVICE IN GEORGIA 
A through ten offices in six cities 
Kf THE CITIZENS & SOUTHERN NATIONAL BANK 


must be subject to his authority, or the 
other powers granted and actions taken 
will turn out to be a mockery. 


Other Changes in Bill Required 


HE bill proposes that due considera- 

tion should be given to, among other 
things, the profit of sellers “during and 
subsequent to the year ending July 29, 
1941.” 

There is nothing sacrosanct about 
price relationships on July 29, 1941, and 
there are good reasons for the selec- 
tion of some other date such as June 
30, 1941, or better still, the six months 
or the year ending June 30, 1941. There 
was no marked difference in prices at 
the beginning and end of July. How- 
ever, profit statements are prepared by 
many companies as of June 30, and it 
would require a great deal of unneces- 
sary work if an odd date like July 29 
were used. Furthermore, the use of a 
recent date rather than a period of time, 
places at a disadvantage those indus- 
tries subject to official price ceilings 
or unofficial agreements before that 
date. 

It was indicated above that because 
of the many factors at work, price fixing 
was only one device to be used to restrain 
price rises. Therefore, it might be desir- 
able to lodge the price fixing authority in 
O.P.M. to ensure coordination with prior- 
ities, purchasing, production, conserva- 
tion, etc. Such a move would also pre- 
vent a duplication of staff and would 
make the most effective use of the limited 
supply of experts. 

Finally, it should be remembered that 
this proposed bill, taken by itself, will 
not prevent inflation. Fiscal measures, 
supplemented by control over install- 
ment buying and bank credit creation, 
are required to handle the problem of 
general inflation. Neither’ selective 


price control nor fiscal control alone or 
in combination will solve the main prob- 
lem of the war economy: production and 
still more production of war materials. 
Priorities, as well as measures to in- 
crease available supplies, represent 
more fundamental approaches to the 
solution of the problem than does price 
control. In this connection it should 
be noted that if prices are fixed too low, 
it may adversely affect the incentive to 
produce and hence production may be 
curtailed below attainable levels. 
Modest steps toward the attainment 
of a workable program have already 
been taken, but the most difficult are 
ahead. Will a “farmer-labor” adminis- 
tration be willing to subject these 
groups to the same types of restraints 
that other groups must bear? If it is 
willing, then a price inflation can be 
kept within bounds. If it is not will- 
ing, the subsequent price rise will 
eventually affect most adversely the 
very groups it is now trying to protect. 


Ban on Wage Increases 


Increases of dividends and directors’ fees 
in all companies and of wages in a num- 
ber of listed occupations have been pro- 
hibited under the terms of an Emergency 
Powers Order issued by the Eire Govern- 
ment. The remuneraiton for civil servants 
and local government officials has already 
been stabilized for the period of the war. 
The occupations included in the Order are 
all public utility and statutory occupations 
and essential sheltered and protected indus- 
tries, a sufficiently wide definition to include 
practically the entire field of industrial em- 
ployment. 

ee 

Robert Irby Didier, heretofore chief State 
bank examiner for Louisiana, became full- 
time secretary of the Louisiana Bankers 
Association on August 1 in Baton Rouge. 
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Shadows of State Socialism 


The Struggle Between Government and Free Enterprise 


MALCOLM MUIR 
Publisher and President of Newsweek; Director, National Association of Manufacturers 


HE great bulk of the people who now 

back the Administration’s foreign 
policy are convinced that the way to save 
democracy is to defeat Hitler before his 
army invades, his agents infiltrate, or his 
economy blockades the Western hemis- 
phere. But no one whose business it is 
to gather, to analyze, and to report the 
news as objectively as possible in times 
like these, can question that there is 
serious apprehension in many quarters 
that while dictatorship is being fought 
abroad, the price of war may be state 
socialism at home. 

The history of modern despotism 
shows that the quickest way for a dicta- 
tor to destroy all freedom, is to gain con- 
trol of a people’s economic life; without 
that control dictatorship fails. 

No one can question that American 
business hates war, almost as much as 
it hates dictatorship, because war is anti- 
economic. Its wages throughout history 
have been death, debt, depression, and 
despair. Wartime profits inevitably turn 
out to be fool’s gold. 

If we are wise and intelligent enough 
to be able to give up temporarily some of 
our democratic processes, but in such a 
way as to make sure that we will get 
them back again when the war is done, 
democracy will survive. 


The duty of the watchdog is especially 
that of the representatives of free pri- 
vate enterprise. For it is in that field 
that, in a war economy, controls are nec- 
essarily first applied. If they become 
permanent, other controls follow. Con- 
trol of the press. Control of free speech. 


Everybody’s Duty 


What safeguards can be applied? 
First, for Congress to write into the laws 
that these regulations are only tempor- 
ary and to set a term upon them. 


Excerpted from address before Institute of Pub- 
lic Affairs, Univ. of Virginia. 


Industry’s first duty is all-out produc- 
tion—of the goods of war for Hitler’s 
defeat; and as many as possible of the 
goods of peace for the service of the 
people’s morals. The duty of the public 
is cooperation. 


The duty of the Administration is first 
to provide an efficient war administra- 
tion. The confusions of the first defense 
year have shown that the defense organ- 
ization requires one practical production 
man at its head. Defense production 
requires a sound national labor policy; 
strikes broken by the armed forces is a 
sorry substitute for a labor policy which 
would avoid strikes. 


A fiscal policy which puts defense first 
would count non-defense spending a lux- 
ury defense cannot afford; it would be 
designed to stop inflation before it fair- 
ly started; it would broaden the tax base 
and sales of defense bonds both to hold 
down inflation and to pay as much of 
the defense bill as possible as we go. 


Defense or Reform First? 


It would help a good deal—both public 
morale and the cause of democracy—if 
one could believe that there were not in 
the Administration powerful men who 
are less concerned about defense than 
they are in pursuing their pattern of re- 
form. 


A time of war is no time to make fur- 
ther social innovations. We have, within 
the nation’s Administration, men who 
are facing two ways. One set of eyes is 
fixed firmly on defense. The other is 
dazzled with the irridescent shine of the 
New Order. “State socialism in our 
time” is the clear pattern of their think- 
ing. 

Is there not a real attempt to destroy 
our economy? What—but to weaken our 
economic system—accounts for the re- 
fusal to cut non-defense spending to the 
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irreducible limit, so that every cent pos- 
sible of what can be raised by taxation 
will go toward meeting defense costs as 
we incur them, and the public debt be 
kept within such limits as the demands 
of defense permit? 

What else accounts for the opposition 
to spreading the tax base, either through 
income-tax adjustment or some kind of 
federal sales tax, or both, so that infla- 
tion will be reduced by the only practic- 
able device—limitation of the expansion 
of civilian purchasing power flowing out 
of defense spending? 


Cross-Purposes in National Policy 


What else accounts for the Adminis- 
tration’s reluctance to curb strikes in 
other than the defense industries? What 
accounts for its blessing given strikes 
designed not so much to raise wage in- 
come during the defense period—for full 
employment and increased working hours 
largely take care of that—as to freeze 
increased wage rates into our economy 
as permanently higher production costs 
which must be borne when the hard go- 
ing comes after the war is over? 


What accounts for the seeming cross- 
purposes of Administration agencies— 
unless they are not in fact at cross-pur- 
poses? What accounts for the eager- 
ness of government to boost farm prices 
to a so-called parity which is quite some- 
thing else, and thus defeat what chance 
there was for the AAA program to ra- 
tionalize itself economically? What ac- 
counts for the eagerness to set up “yard- 
stick” plants in many key industries? 

Do they all pattern together into an 
over-all Design-for-Power which can be 
exercised only as state socialism? This 
technique of bit-by-bit aggression, no one 
step by itself enough to alarm the Nazi 
people to the point that would permit 
Hitler to act, is. straight out of “Mein 
Kampf.” It does not make much differ- 
ence if there is no such purposeful de- 
sign, if the effect will be the same. 


Administrative Law 


Boards, commissions, bureaus, have 
been created with extra-juridical powers 
until now we find 140 of them, more than 
a hundred of which institute regulations 
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and act as investigating agency, prose- 
cutor, jury and judge. No matter how 
whimsical their regulations, there is no 
appeal. 

The outstanding examples are by crim- 
inal indictment and consent decree; and 
the Federal Trade Commission’s use of 
the “cease-and-desist” order. If the first 
has been called blackmail, the second is 
worse and there is no defense against it. 
All the FTC has to do is to issue a 
“cease-and-desist” order, for any reason 
or for no real one at all, and the affected 
concern promptly loses all of its custom- 
ers, long before an appeal can be tried. 

The effect of such practice of course 
is simply this: Our economic system is 
softened up, as the managers and to 
some extent the owners of American bus- 
iness are made fearful and non-resistent 
to the next encroachment, whatever it 
may be. That is how Hitler operates. 

What such encroachment can do is 
illustrated by the combined effect of the 
Wagner Act as it has been interpreted by 
the National Labor Relations Board, and 
as interpreted by the new Supreme 
Court.* By such decisions Congress is 
short-circuited and a philosophy is en- 
acted into law. 


The Stage for War—and Peace 


Thus the stage was set for the Seizure 
Bill now being debated in Congress. As 
it was introduced, it charted the last mile 
to Communism, for its grant of power 
was so broad that it would have per- 
mitted the President to take the rattle 
out of an infant’s hand; and strip the 
wedding ring from its mother’s finger; 
and pry the dental plate out of its grand- 
sire’s mouth. 

The bill was so drastic that no one 
admitted its fatherhood. But the fact 
that it was introduced proves that some- 
one high enough in power to persuade 
Judge Patterson to act as a departmen- 
tal messenger, and a responsible Con- 
gressman to introduce the bill—believed 
that this was the power that everything 
before had been building up to, that the 
stage had been set for the death stroke 
to the right to own private property. 


*ce.f. Consolidated Edison Case; Fainblatt Case; 
Phelps-Dodge case. 
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It may be that this will in fact arouse 
not only the entrepreneurs of the Amer- 
ican economy, but everyone, to thinking 
seriously about the economic future of 
America; about the shape our economic 
life may safely reassume when peace is 
finally come. History shows that serious 
depressions usually follow wars, but not 
so closely that they must occur. 


Steps should be taken at once to amel- 
iorate the dangers of the transition per- 
iod to come. A sound governmental fis- 
cal policy now, and realistic relaxation of 
laws and administration not directly con- 
nected with defense, which improperly 
hamper business in its healthy opera- 
tion, will serve to clear the way for prac- 
tical men to save the economy by which 
we all live. 


View of Economists 


In an effort to arrive at further under- 
standing of the problem, the N.A.M., 
through its standing committee on Econ- 
omic Policy, wrote to every member of 
the American Economic Association to 
ask his candid opinion as to whether 
there will be a post-war depression, and 
if so what form it would be likely to 
take. Every shade of economic opinion, 
from extreme left to furthest right, 
was represented by the 480 economists 
who answered. But their answer boiled 
down to four points. 

1. Agreement was general that if de- 
pression comes it will first appear in the 
heavy-goods industries. 


2. Old maladjustments in our economic 
system will have a vicious influence once 
the stimulant of armaments production 
is removed. These are maladjustments 
which our economy was working out, 
within the limits imposed by unrealistic 
government regulation, when the arma- 
ment period began. 

3. Depression may be hatched in dis- 
location of workers and expansion of 
industries made necessary by the defense 
program and general unleashing of in- 
flationary tendencies. 

4, Lack of foresight, coupled with the 
weakening of the profit motive, will re- 
tard private initiative and risk-taking 
in the establishment of new industries 


APPRAISING ECONOMIC 


EVENTS AFFECTING 
TRUSTEES 


From an editorial in 
“Trusts and Estates,” May 1941: 


“We have today in America prob- 
ably the greatest assemblage of ex- 
perienced financial, political and 
industrial economists ever known. 
Some from our own universities, 
some from foreign countries. From 
this talent, attuned to interpretation 
of the basically important problems 
of the day, institutional investors 
would do well to draw for regular 
consultant work.” 


Would you like to draw on the 
experience of an INDEPEND- 
ENT economist who traveled in 
29 countries of 4 continents to 
study their economic conditions; 
who observed the effects of infla- 
tion at first hand, in Germany, 
Austria, Italy, Belgium and 
France; who can contribute im- 
portant viewpoints to a wise solu- 
tion of your difficult problems in 
these abnormal times? If so, 
your correspondence is invited. 


Your inquiry will not obligate 
you in any way, but it may lead 
to a_ practical arrangement 
through which you can check your 
own opinions and _ conclusions 
against the judgment of an inde- 
pendent specialist. The fees can 
be suited to your convenience, re- 
gardless of whether your institu- 
tion is large, medium-sized or 
small. 


K. Kauffmann-Grinstead, Ph. D. 


Investment and Estate Consultant 


342 Madison Ave., New York 
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and the conversion of armament indus- 
tries to peacetime use. 


A Reconstruction Pattern 


Forewarned should be forearmed. 
What to do about it? The economists 
think that here government can help. 


1. By building postponed useful pub- 
lic work; perhaps by providing subsidies 
for residential construction; even sub- 
sidies to some industries to help in main- 
taining employment. 


2. By tax revision to encourage private 
business activity, and relaxation of gov- 
ernment controls not directly required 
by defense, rationalization of anti-trust 
activities, and similar permission of 
smoother operation of business, to be 
reflected in ultimate general price re- 
ductions. 


8. And as immediate action, such anti- 
inflationary policies as increased taxa- 
tion to pay for defense, economy in non- 
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defense spending, and curtailment of 
private spending in durable consumer 
goods until the defense period is over. 


Most of the economists urged that the 
country should plan so as to be prepared 
when the depression first threatens. 
This should include industrial research 
projects, to be conducted by industry and 
protected by an unimpaired American 
patent system, in readiness for an expan- 
sion of peacetime production. 


Government is recognized as a proper 
partner in the effort to avoid depression 
while the method cumulatively recom- 
mended is to encourage free private en- 
terprise. There is no problem, social or 
political, that the creative production of 
an expanding free economy cannot cure. 
There is no social or political malady 
that state socialism does not make worse. 
That is not a matter of opinion; it is a 
matter of fact, spread since the last war 
on the record of a Europe now bitterly 
essaying suicide. 


Comrade Petain on Capitalism 


As for the power of trusts it is trying to 
reassert itself, using for its own ends the 
institution of committees of economic or- 
ganization. These committees were cre- 
ated, however, to rectify the errors of cap- 
italism. They had, besides, the purpose of 
intrusting responsible men with necessary 
authority to negotiate with Germany and 
assure equitable distribution of raw mate- 
rials indispensable to our factories. 


The choice of members for these com- 
mittees was difficult. It was not always 
possible to find impartiality and competence 
united within the same minds. These pro- 
visional bodies, created under the sway of 
a pressing need, have been too numerous, 
too centralized and too weighted. The big 
corporations assumed too much authority 
and, often, inadmissable control. 


In the light of experience, we will cor- 
rect the work undertaken and will resume 
against selfish, blind capitalism the same 
struggle the sovereigns of France waged 
and won against feudalism. I intend to 
have our country freed from the most con- 
temptible of tutelages, that of money. 


From proclamation by Marshal Henri Petain to 
the French people on August 12, 1941. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


Community Between Labor and Capital 


ALLEN M. POPE 
President, First Boston Corporation 


O a government, in times of emergency 

like the present, the willingness to 
sacrifice because of faith in leadership and 
faith in a common cause for the common 
good, is an absolute prerequisite. Public 
support that can be bought is fundamental- 
ly disloyal. Without loyalty, force is in- 
evitable to prevent chaos. Real leadership 
never employs real force. Force, backed 
by the threat of governmental power 
against its own nationals, is always induced 
by fear. No political administration can 
live through extreme price inflation. No 
democracy can live under real force. 


If you substitute the Atlantic Ocean for 
the Maginot Line and study the political 
and economic history of France from a 
period four or five years before the war 
through the first nine months of the war 
and apply what took place there to what 
is taking place here and has taken place 
in the last several years I expect you will 
find an amazing and a frightening parallel. 


The major difference that I find is in 
the basic economic situation in France at 
the beginning of this period as compared 
with ours, and I further find that this basic 
difference speeded economic results. in 
France rather than produced different re- 
sults. 


I consider that price inflation may have 
the most far-reaching effect upon financing 
for defense of any imminent factor. To 
what degree I cannot answer. I am im- 
pressed with the fact that labor and indus- 
try are today equally fearful of force to 
counter price inflation, and for the same 
reasons. In spite of outward appearances 
I have the impression that labor. and in- 
dustry can be led and can be loyal to the 
same leadership. They are now bound by a 


common purpose; the fight for the preser- 
vation of free enterprise with union labor. 


Squeeze Plays 


The subsidies that are to be or have been 
granted to agriculture which increase the - 
cost of living, which increase labor costs, 
which increase manufacturing costs, which 
tend to increase prices may be justified at 
this time only on two major counts; that 
the farmer’s support has to be bought; or, 
that the farmer has to be protected. Neither 
of these reasons, it is my impression, jus- 
tifies any act that will deliberately increase 
the cost of living at this time. I am im- 
pressed with the fact that the general policy 
of the government with respect to agricul- 
ture and with respect to labor is likely to 
induce price advances of serious propor- 
tions. 

As priorities cannot successfully prevent 
a commodity price rise, so if the cost of 
living rises and labor costs rise for this and 
for less justified reasons and taxes rise, 
then prices of manufactured goods eventu- 
ally rise or are limited by government. 
Depending on these limits on the increased 
costs of operation, there is a finite distance 
in the future at which profits disappear. 
When profits in an essential industry dis- 
appear the government is the sole pro- 
prietor who can carry on eventually and 
government cannot carry on with union 
labor. If this point is ever reached, finan- 
cing for defense will not be a question of 
finding attractive price levels. Financing 
would then be done by order. 

The preventive against all this is faith 
in leadership and common recognition of a 
common cause. 


From address before National Industrial Confer- 
ence Board, May 21, 1941. 
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No Class War 


NATHANIEL PEFFER ~ 
Associate Professor of International Relations, Columbia University 


PPALLING as this war may be, a still 
more terrible calamity has been spared 
the Western world. 


Five or ten years ago the prospect that 
seemed on all visible evidence to lie before 
us was that of class war. *** The issue 
would be: the right of private property and 
profit or the division of wealth; the possess- 
ing classes against the underprivileged; the 
continuance of the capitalistic system or 
the inauguration of the dictatorship of the 
workers. ***it would constitute the modern 
equivalent of the Thirty Years’ War, fought 
not over religion but over property. And 
since the right of property strikes deeper 
in men in our time than right of religious 
worship, it would be of greater ferocity. 
Into it would go all the passions of a civil 
war—***, 


Both in internal politics and international 
politics class interest seemed to serve as a 
kind of separating rod. Class interest and 


its preservation was the criterion by which 
domestic issues were measured. *** 


The Cleavage 


In internal politics the line of cleavage 
was direct and unmistakable in almost every 
major country. *** The safe, genteel issues 
of pre-1914 politics did not reemerge after 
the First World War. Everywhere the 
paramount issue was drawn: labor versus 
capital. In England the Liberal party, 
with its moderate reform program, was sup- 
planted by the Labour party, with a pro- 
gram in which socialization of industry and 
finance was implicit at the least. *** Labor 
came into power and was evicted in a bitter 
campaign in which the decisive stroke was 
the so-called Zinoviev letter, a document 
forged in the most impeccable quarters. 
The General Strike came and was crushed. 
It was a campaign in a bloodless civil war, 
one in which class lines were clearly drawn. 

In Germany *** the communists at one 
end and the various militarist, monarchist, 
economically reactionary, and fascist groups 
at the other were aggrandized at the ex- 
pense of the moderate center groups, until 
by 1930 there was little choice but com- 
munist or fascist in one form or another. 
The middle classes chose the latter, or at 
least vetoed the former, since the threat 


to their property was deemed more serious 
than any putative risk from the fascist 
factions. And thus the Nazis came to 
power.*** 

In France *** rightist, monarchist, fas- 
cist groups had been gathering strength 
in the years preceding; so had the com- 
munists. The Paris riots were a test of 
strength. The test ended in a draw. Out 
of it came, however, the Popular Front, 
the Blum government, the radical social 
legislation, the nationalization of armament 
industries and restrictions on other eco- 
nomic activities, and the sit-down strikes 
which inflamed the conservative classes, 
frightened the middle classes, and opened 
the moral fissures through which the Ger- 
man Panzer divisions were to slip in 
1940.*** 

With regard to Ethiopia, it is a fair 
presumption that the unwillingness of the 
British and French to take really effective 
measures against Mussolini was caused by 
their fear that a radical regime might suc- 
ceed in Italy if Mussolini were overthrown 
after a defeat. Italian aggrandizement in 
East Africa might be dangerous to British 
and French imperial interest, but in com- 
pensation there was the comforting thought 
that fascism was a bulwark against leftist 
movements in Europe.*** 


With regard to Spain the argument is 
clearer. On the balance of the evidence it 
is hardly disputable that a Franco victory 
was deemed by the governing groups in 
Great Britain and France preferable to a 
“Red” Spain even if thereby Germany and 
Italy obtained a foothold in Spain.*** 


The Middle Way 


The reserves of inherited wealth in Eng- 
land, even in a victorious England, will be 
vestigial after this war no matter what 
party or school of political thought has 
ascendancy. Conservative or Labor, what- 
ever government there is, will have to de- 
cree what is tantamount to a capital 
levy.*** If there should be a compromise 
peace now, a peace by negotiation before a 
military decision, it will not be “appease- 
ment” in the connotation of 1938. It will 
come in response to a desire for peace that 
cuts across class lines. It will come from 
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a sense of hopelessness or a conviction that 
decision is impossible and that continuation 
of the war will yield nothing but destruc- 
tion of a continent. And if there is op- 
position to that conviction it will similarly 
cut across class lines.*** In sum, England 
proves that, in national conduct, all else is 
not yet subordinated to class.*** 

Under any combination of circumstances 
that can now be visualized there has been 
warded off, at least for the next historical 
phase, a class war, a war that would rend 
the whole Western world to determine how 
wealth shall be produced, distributed, and 
owned. There has been warded off, there- 
fore, the darkest menace that has hung 
over the Western world.*** It can be said 
now that by reason of the present war the 
center has been revivified. Democracy has 
taken a new lease on life. It is something 
deemed worth fighting for. The liberal 
concept has reacquired respect. The bar- 
barities of fascism at one extreme and the 
defection of communism at the other (to- 
gether with the excesses peculiar to Russian 
communism) have driven back in on the 
center many, if not most, of those who had 
been drifting to the extremes. A premium 
has been put on the middle way as goal.*** 

—From Harper’s Magazine, July 1941 
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Outlook for Equities 


HE necessity for issuing large blocks 
of new Government securities, as part 
of the process of financing war expenditure, 
was expected to bring the era of cheap 
money to an end and produce an appreciable 
rise in medium and long-term interest rates. 
Some measure of inflation, also, was con- 
sidered inevitable, and ordinary shares were 
expected to have the same “hedging” value 
as in Great Britain during the last war and 
in some other countries subsequently. It 
was taken for granted that the Government 
would impose a stiff excess profits duty, but 
that the untaxed margin of war profits 
would be wide enough to leave ordinary 
shares with significant “equity” possibil- 
ities under a regime of rising prices and 
earnings. The need for selectivity in choos- 
ing individual shares was stressed, but the 
principle that war tended to emphasize, 
rather than to detract from, the investment 
appeal of ordinary shares, as such, was 
unquestioned. 


The fall in equity share prices in May 
and June, 1940, was catastrophic, and re- 
flected, not only the view that ordinary 
shares were far more vulnerable than had 
been supposed to. “psychological risks” 
when military matters were going ill, but 
also the realization that Government finance 
was not likely to be on the same pattern 
in this war as in 1914-19, and in particular 
that EPT was to be used to frustrate cap- 
ital appreciation. From, broadly, the be- 
ginning of 1941 to the present time, market 
sentiment has gradually come to an inter- 
mediate position between the two extreme 
views. 

Sufficient material is now available for 
a revised estimate of ordinary share pros- 
pects, and that estimate is on the whole 
rather more favorable than current market 
conditions would imply. 

Investors must reconcile themselves to 
the prospect of obtaining an income of only 
a fraction more than 3 per cent on the long- 





138 


est-dated British Government stock, if they 
are not liable to income tax; with a net 
yield of little more than 1% per cent, if 
they pay tax at the standard rate on the 
larger part of their income, and of 0.075 
per cent on the highest layer of their in- 
come, if they are liable to surtax at the 
maximum rate. It is the Treasury’s duty, 
in the national interest, to ensure that these 
income figures are not increased, but rather 
reduced, if possible, during the entire war 
and post-war period. 

To many investors, however, ranging 
from the large institution, with more or less 
inelastic contractual liabilities, down to the 
private individual living, wholly or partly, 
on investment income, prevailing gilt-edged 
rates are low enough to involve possible 
hardship. For such investors, the appeal 
of equity stocks is not as a hedge against 
inflation, or as possible source of ultimate 
capital appreciation, but as a “mixer,” to 
be added to a balanced security portfolio 
to increase its average yield. If the Govern- 
ment is taking the whole of increased war- 
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time company profits, it cannot take more. 
Investment in ordinary stocks then becomes 
a problem in selectivity. If all equities are, 
in fact, fixed-interest stocks—or, more cor- 
rectly, maximum-interest stocks—for the 
duration, the investor’s task is to select 
those whose yield at market prices is gener- 
ous enough, compared with the yield on 
gilt-edged, to make their purchase worth 
while, and whose prospects of continuing to 
earn something like current profits are rea- 
sonably good. 

That may involve the avoidance of shares 
in companies operating in industries whose 
raw material supplies or markets are likely 
to be circumscribed by rationing or Limita- 
tion Orders. This, admittedly, means the 
exclusion of many equities whose peacetime 
market standing was of the highest. But 
it leaves an impressively long list of ordin- 
ary stocks in companies working either di- 
rectly for the war effort or producing goods 
or services deemed indispensable even in 


wartime. 
—The Economist (London), June 14, 1941 


The Possibility of Inflation 


T should be emphasized that in existing 

conditions, the emergence of an implicit- 
ly inflationary situation will probably be 
seen, not in an obvious rise in prices, but 
in an increasingly wide extension of the 
system of rationing and other limitations 
on the use of money. It is just as possible 
to raise forced loans from the public by 
giving them money they cannot spend as by 
taking from them part of the money they 
would otherwise have received. Whether 
the offer of money which can be spent, if 
at all, only after the war, would continue 
to provide an adequate economic incentive 
for increased exertions, and whether it 
would have to be supplemented by more 
direct incentives, beneficial or penal, are 


questions which cannot be answered in ad- 
vance. 


It is clear, however, that great limita- 
tions on the use of money may in some 
cases give rise to almost as great a redis- 
tribution of wealth (for instance, between 
debtor and creditor) as inflation itself, while 
at the same time not providing that addi- 
tional incentive to personal exertion which 
rising prices often provide. It is therefore 
to be hoped that the proposals of the Chan- 
cellor will be adequate to close the “in- 
flationary gap” not only in appearance but 
also in fact. 


F. W. PAISH. Memorandum No. 86, May 1941, 
London and Cambridge Economic Service. 


Canada’s War Industry and Controls 


HE construction phase of the industrial 

effort is gradually shifting into the pro- 
duction phase. In the last few months, the 
increase in the output of the tools of war 
has been accelerating. Employment has 
been soaring. 


Nor is the picture entirely one of expand- 
ing war activity. With the great increase 
in employment and payrolls, the demand for 
civilian goods and services has risen sub- 
stantially and production in many non-war 
lines is close to capacity. The official in- 
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dex of retail sales has been running about 
17% higher than a year earlier. 


But this does not mean “prosperity.” The 
day of both “guns and butter” is passing 
and the costs of an all-out war effort are 
beginning to become apparent. Much of 
our surplus resources of people, machines 
and materials, and most of those surplus 
resources which were readily available, are 
now being utilized. Shortages and poten- 
tial shortages of certain materials and fuels 
are now appearing. To an increasing de- 
gree, the additional materials and manpow- 
er needed for war will have to be obtained 
by withdrawing them from non-essential 
uses and activities. ' 


Wartime controls are being tightened and 
extended with a view to conserving sup- 
plies for essential purposes. The Oil Con- 
troller has asked for a 50% curtailment in 
the pleasure use of gasoline and has indi- 
cated that stronger measures will be taken 
if the response is not satisfactory. The 
Automobile Controller has ordered a reduc- 
tion in passenger car output of roughly 
20% and the Minister of Munitions and 
Supply has stated that a further “drastic 
curtailment is necessary.” Steel is being 
rationed and pig iron is subject to full 
priorities. Rationing is in force for alum- 
inum, zinc and nickel; and brass and cop- 
per, it has been officially stated, are prob- 
ably next on the list. 


An informal priorities system of a broad- 
er nature affecting many of the raw mate- 
rials and manufactured goods required for 
the war is also in operation. New construc- 
tion is now subject to government control 
except for small projects, housing and con- 
struction for the primary industries. While 
additional power developments have been 
and will be brought in, the winter may bring 
some curtailment in non-war uses. And 
just recently, a new Controller has been ap- 
pointed whose task it is to prevent short- 
ages and assure war supplies of chemicals. 


After so many years of concern over sur- 
pluses of commodities and surplus capacity, 
it may come as something of a shock to be 
faced with problems of scarcity. 


From Monthly Review of The Bank of Nova 
Scotia, July 1941. 


FINANCIAL MECHANISMS 


HILE resort to direct controls such 
as rationing and priorities is unavoid- 
able in situations involving shortages and 
delays, monetary and fiscal mechanisms are 
necessarily playing a major role in divert- 
ing the economic resources of the country 
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into the channels designated by the govern- 
ment. 

Adjustments in money income, implicit 
in such methods, may be effected by a policy 
somewhere between the following extremes: — 
(1) unrestricted government spending of — 
money created by means of credit or cur- 
rency inflation; and (2) repressive measures 
to offset spending (of which taxation and 
internal borrowing are familiar examples) 
in such manner that the amount which the 
public save from income is approximately 
equal to that spent for war purposes. It 
is vitally important that taxation and bor- 
rowing should be considered not merely as 
devices to raise money but rather as meas- 
ures to prevent money from being spent 
for non-essential purposes. 


“Once the individual has economized as 
much as he can, it matters very little what 
happens to the money he saves thereby. In- 
deed, it is to the State’s advantage not to 
borrow at 2% per cent or 3 per cent if it 
can raise the money more cheaply, and the 
truly patriotic citizen is he who, having re- 
duced his consumption to the absolute mini- 
mum, leaves his spare money in the bank.” 


Inflationary tendencies are steadily gain- 
ing ground in Great Britain, Canada and 
the United States. There is only one cure. 
Each one of us must produce more and con- 
sume less—in order to provide for the waste 
of war. To increase salaries and wages to 
offset increased taxes and other costs can, 
in the long run, only defeat its purpose. 
Those in the higher income brackets have 
had their net income drastically reduced but 
the total income of those in the lower 
groups has enormously increased and 
further increases in wage rates will be 
largely at the expense of our war effort. 


From The Royal Bank of Canada Letter for 
August 1941. 
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Price Fixing Is Not Enough 


MARRINER S. ECCLES 
Chairman Board of Governors, Federal Reserve System 


NTIL about a year ago we needed to 

discourage saving, to encourage ex- 
penditure and credit expansion. We needed 
to reduce interest rates in order to encour- 
age borrowing. We needed to keep taxation 
down so that the money spent by the gov- 
ernment would be added to the spending 
stream. 

To that end some of us urged deficit fi- 
nancing as a deliberate policy. The coun- 
try pursued fiscal and monetary policies 
that in general sought to encourage credit 
expansion. We allowed ourselves to be in- 
undated with high-priced gold as well as 
silver, which served to swell our bank de- 
posits and excess reserves to unprecedented 
levels, thereby forcing interest rates to all- 
time lows. *** 

Inflation did not materialize because we 
were never able to take up our industrial 
slack. And until our real defense effort be- 
gan a little more than a year ago we were 
still utilizing not more than 70 per cent of 
our full capacity. | 

This is now drastically changing because 
of huge defense expenditures. *** Instead of 
discouraging savings, we need now to en- 
courage them. Instead of encouraging con- 
sumer expenditures, we need to apply curbs 
on private spending wherever it threatens 
to encroach on defense needs or to distort 
prices. Instead of stimulating consump- 
tion by deficit financing, we need so far as 
we can to reduce the deficit and to ap- 
proach ,a balanced budget as the country 
reaches a condition of full utilization of 
its productive capacity. All public author- 
ities, both state and national, should sus- 
pend their nonessential public works and 
other activities that use men or materials 
needed in defense production. In this way 
they can build up a backlog of public under- 
takings that will help to offset a postdefense 
slump. *** Interest-rate policy should now 
be directed toward encouraging savings and 
investment in government securities for the 
financing of defense—not to stimulation of 
private credit expansion. *** 


Not Dollars But Goods 


The measure of real wealth production 
of any country is to be found in the physical 


goods produced. *** If we learn to apply 
the sound economics of the engineer who 
thinks in terms of the production of tangi- 
ble things rather than the economics of the 
financial operator who thinks in terms of 
dollars, we shall have done as much to pre- 
serve democracy for the future as all the 
armies that could be mobilized. *** 

At present our problem is not one of 
guns or butter. In our case it is more near- 
ly a question of guns versus more automo- 
biles, refrigerators, and other durable 
goods, the purchase of which we must defer 
at this time in the interests of rearma- 
ment. *** 


In that sector of the economy where the 
government is a huge purchaser—the por- 
tion that might be called the military sec- 
tor—we must have immediate and direct 
controls. Priorities, rationing, and specific 
price fixing are going to be the order of 
the day here. *** Nevertheless, the job of 
trying to control many consumer prices by 
direct action is more difficult than is often 
supposed. Who is to set the price of lin- 
gerie, and women’s stockings, and boys’ 
hats, and golf balls, and a million other 
items that indirectly affect the cost of liv- 
ing? And how are we going to distribute 
the products equitably once the price is 
set? For when you fix a price you are 
just at the beginning of your troubles. You 
have taken away from the market its nor- 
mal function of distribution and there will 
be more buyers at the fixed price than 
goods to go around. *** 

The fact is that in the civilian sector of 
the economy we have every reason for 
dropping back on traditional functional 
methods of price control—namely the curb- 
ing of consumer demand through taxation 
and other means. We have every reason, 
that is, to try to ward off inflation by keep- 
ing consumer purchasing power in adjust- 
ment with the output of consumers’ goods 
and to avoid more totalitarian methods until 
absolutely necessary. *** 


Intelligent Fiscal Policy Needed 


Low income groups should not be expect- 
ed to make sacrifies in food, clothing, and 
other necessities, for they have had too lit- 
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tle. The sacrifices must come from the more 
fortunate groups. *** The tax system should 
be designed to recapture for the govern- 
ment a large part of the defense expendi- 
tures, and, so far as possible, to reduce 
consumer demand for goods where the sup- 
ply is inadequate. *** During the emergency 
we shall have to rely heavily upon the ex- 
cess-profits tax and the tax on corporate 
incomes. *** One of the surest ways to 
safeguard against price inflation is for the 
government to levy on such profits and 
divert them directly into the defense pro- 
gram before they are distributed into the 
general income stream through higher 
wages and increased dividends. 

Perhaps the most compelling reason of all 
for the imposition of the excess-profits tax 
is that, if not taken by the government, such 
profits will lead to further demands for 
higher wages. Wage increases will swell 
unduly the volume of private purchasing 
power. *** 

Personal income taxes need to be sub- 
stantially increased. *** Reducing exemp- 
tions, thereby broadening the base and in- 
creasing the number of income-tax payers, 
is necessary to help check excessive con- 
sumer buying power *** and will obviate 
the need for taxes on the necessities of 
life, °° 

As for estate and gift taxes, there is lit- 
tle disagreement regarding the underlying 
purpose of these levies. This purpose is to 
subject the passage of wealth from gener- 
ation to generation to an effective system 
of taxation at graduated rates. The amount 
of tax should not depend in any significant 
degree upon the form in which the wealth 
is transmitted. Existing exemptions should 
be greatly reduced, the rates increased, and 
loopholes closed. *** 


Bonds For All 


The tax structure must be supplemented 
by other means. Buying power needs to 
be further dampened by drawing off funds 
into government savings bonds and other 
U. S. securities. *** Furthermore the tran- 
sition to a more normal peacetime basis 
can be more readily effected without a post- 
defense slump if such a storehouse of buy- 
ing power is created during this period. *** 


It is now necessary and advisable for the 
government to sell its bonds directly to in- 
dividuals and institutional investors other 
than commercial banks, and to the extent 
that it does this the need of excess reserves 
disappears. Accordingly, a protective 
measure that needs to be invoked is the 


Cooperating with trust in- 
stitutions, attorneys, and 
their clients, wherever 
located. 
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granting to the Reserve System of adequate 
authority to deal with excess reserves when 
necessary, aS a safeguard against infla- 
tion. *** : 


As a check to curtail demand for con- 
sumer durable goods, selective credit con- 
trols may need to be invoked applying to all 
types of installment credit. *** It will be 
necessary to prescribe standard terms for 
the purchase of durable goods through regu- 
lation backed up by enforcement authority. 


The above measures constitute the basis 
of a broad, integrated fiscal and credit 
policy. *** Certainly some direct controls 
are needed. Price ceilings have rightly been 
invoked on various basic commodities on 
which defense draws most heavily and of 
which there are actual or prospective short- 
ages. And the fact that a floor has been 
placed under basic agricultural prices is no 
reason for not putting a ceiling on them, 
as well as on other things such as steel 
and copper, if they push up too far. There 
must also be restraint on wage increases 
which tend to start the spiral of wage- 
price-cost-of-living advances. Hoarding of 
commodities and speculative inventory ac- 
cumulations must be dealt with vigorously 
through inventory surveys and reallocation 
of critical materials. And broadly speak- 
ing, government action and policy must do 
away with or diminish so far as possible 
the incentives to put up prices. 


To attempt, however, to impose a general 
price ceiling covering all transactions and 
commodities, raw materials as well as fin- 
ished products and both the wholesale and 
retail fields, entails infinite complications. 
Such drastic action constitutes virtual dic- 
tatorship over practically all business. *** 


From Fortune Magazine for August 1941. 





HE historical record from 1914 to 1940 

shows the dangers of failing to inte- 
grate the international distribution of gold 
with credit and commercial policy. *** 


The United States will have to accept the 
fact that in international affairs the policy 
of exchanging goods for gold can no longer 
serve a useful purpose, and indeed is mere- 
ly the economic equivalent of giving goods 
away.*** The character and amount of 
American exports will be determined, not 
by the quality and price of the services 
which we can render, but by the decisions 
of governmental authorities elsewhere.*** 


With the adoption of a careful and well- 
thought-out coordination between monetary, 
credit and commercial policy, we should aim 
to increase our total trade, but to allow 
our imports to grow faster than our ex- 
ports. Unless we accept this radical re- 
adjustment in our point of view the pro- 
ceeds of our exports and the funds which 
accumulate abroad for the repayment of 
our loans and advances will merely be im- 
pounded in blocked mark, blocked sterling 


A Sound Basis for Taxation 


. We should develop a more complete 
knowledge of the incidence and ultimate 
burden of the several forms of taxation 
and their effect on our economy, and the 
many studies being made should be co- 
ordinated through a national commission. 

. There should be more plain speaking and 
less camouflage and propaganda in the 
public utterances and activities of our 
officials. 

. The general public should be more thor- 
oughly educated with respect to the ef- 
fect of our tax laws and their burden. 

. There should be greater coordination be- 
tween, and less duplication of our tax 
collecting units. 

. Revenue laws should be designed for 
revenue only—not for the purpose of 
bringing about social reform. 

. We should recognize the ensuing indus- 
trial and social repercussions of all tax- 
ing schemes, laws and rates—even in tax 
statutes for revenue only—and attempt 
to eliminate them. 

. As to income tax, there should be no 
exempt income, no personal exemptions. 


—WALTER A. COOPER, C.P.A., New York City 
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Gold: Master or Servant? 


and blocked yen accounts. We can, of 
course, accept gold in exchange for accumu- 
lated credits, up to the limit of the world’s 
annual new gold production. But that 
would mean simply exchanging goods for 
gold as a permanent policy. In that case, 
whether we admit the fact or not, gold will 
have become in truth an obsolete form of 
money.*** 

If we consider the gold problem as only 
one of the many facets of our economic 
foreign policy, and if we deal intelligently 
with the domestic problems arising out of 
whatever decisions we make concerning it, 
gold may once more become our servant 
and the servant of the world economy. If, 
however, we insist under all circumstances 
on paying $35 an ounce for gold, regard- 
less of whether it is being used construc- 
tively to promote international trade or 
not, and regardless of the internal bank- 
ing problems it creates for us, then gold 
will be our master. 


WILLIAM ADAMS BROWN, JR., Assistant 
Professor of Economics, Brown University, in 
Foreign Affairs, July 1941. 


German Debt Recovery 


Although an unestimated number of 
American millions, invested in Germany be- 
tween 1919 and 1939, are lost to their orig- 
inal owners for at least the duration of the 
war and probably permanently, one substan- 
tial block of American funds has been al- 
most entirely recovered from that country, 
and payments upon it have not even yet 
ceased. This is the pool of short-term bank 
credits, participated in by twenty-two com- 
mercial institutions, which were included in 
the so-called Standstill Agreement of 1931. 
The agreement has been continued from 
year to year even under the Nazi regime. 
Harvey D. Gibson, president of the Manu- 
facturers Trust Company of New York, is 
head of the American committee. 


The original pool amounted to $465,000,- 
000, now reduced by annual payments on 
account of principal, in addition to interest, 
to $31,192,000. The sum of $9,545,000 was 
paid by German banks during the year just 
closed. At the same time, by a new pro- 
vision of the agreement, one-half of the 
outstanding unavailed credit lines will be 
discontinued. These, however, amounted 
last year to only $1,507,000. 
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The Ninth Point 


Editorial 


HE United States was, in effect, nominated for the role of Number 1 

policeman of the world, in the joint “Declaration of Interdependence” 
issued August 14th by President Roosevelt and Prime Minister Churchill. 
Plausible arguments have been made that that was our duty following the 
last war, but this time the election seems foreordained. To assure access 
of all States, on equal terms, to the trade and raw materials of the world, 
the English-speaking nations assume a tremendous economic as well as 
political responsibility, and we may expect the pressure to increase for our 
financing of post-war reconstruction abroad, in our position as financial 
center of the world. 

The spirit in which we would do this is appropriately phrased in the 
third point, promising respect for the right of all people to choose the form 
of government under which they would live. Yet a lady columnist of high 
and wide contacts only a few days ago cited a discussion “with the young 
people on the necessity for the spreading of democracy because of the 
difficulty of living in a world where different ideas and ideals hold sway.” 
This would put us in the same class as Hitler—forcing our ideas down the 
throats of those who disagree with us, whether they want democracy or 
not. It is hoped that Democracy means something quite different from 
that to the nation’s leaders. 

The fifth point suggests the possible source of economic development 
in holding for fullest international collaboration toward securing “im- 
proved labor standards, economic advancement and social security.” Gen- 
eral, but perhaps suggestive of the role foreseen for governmental eco- 
nomic planning, control and public works. 


UT since international welfare and harmony depend upon prosperous 
conditions and elimination of internal strife in each of the component 
countries, a ninth point must soon be formulated as a guide to solution of 
the domestic maldistributions and unemployment which give rise first to 
“isms” and subsequently to armed conflict. War, like charity, begins at 
home. 
Just as the industrial revolution has thrown economic spheres out of 
line with political or geographic boundaries, so have mass production tech- 
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niques brought problems, still unsolved, of distributing and exchanging 


the greater produce of machines. 


Such a declaration might best start out 


with a torpedoing of the “mature economy” fallacy, and set its goal on 
the new frontiers which industry and the sciences have opened up for 


national and international development and exchange. 


Given adequate 


access to necessary raw materials, and the ability to master the machines 
of industrial life, there will be little occasion for attempts to conquer men 


and nations. 


Let Thy Beneficiaries Know Thee 


NE of the major sources of expense 

in personal trust business being in- 
terviews with beneficiaries—and in some 
cases, co-trustees—means are desirable 
for reducing these to the minimum com- 
patible with their legitimate needs and 
the fiduciary’s moral as well as financial 
duties. Much executive time is needless- 
ly lost—time which would be better ap- 
plied to policy matters—because: 


A. Life tenants neither had sufficient 
understanding of the fiduciary’s func- 
tions nor contact with its executives 
to place complete confidence in the 
trustee, whom they often meet only 
“ipso facto.” 

. Involved affairs arise from business 
interests or real property, or readjust- 
ments necessary to living on invest- 
ment income alone. 

C. It is human nature to “confer.” Lack- 
ing the counsel of the family head, 
or to fill in the void of interest, de- 
pendents naturally seek a helping 
hand (or an audience for their 
troubles). 


When the professional trustee is no 
longer able or willing to give head and 
heart to the service of his beneficiaries, 
he is of little more use than an auto- 
matic coin-dispenser. Personal relation- 
ship and fatherly guidance as the guar- 
dian of the financial household are in- 
tegral parts of trusteeship. But to stay 
in business, and to avoid injustice or 
neglect of duties to other beneficiaries, 
. the trust department cannot be primarily 
a reception room, social center or con- 
fessional. 

Abe Lincoln always offered a stranger 
a straight-back chair with the front legs 


sawed off two inches—until he found out 
they would not abuse the privilege of a 
comfortable armchair. The trustee need 
not go that far but he can do much to 
avoid unnecessary conferences and yet 
give greater help. Anticipation of benefic- 
iaries’ questions on developments affect- 
ing the account, by sending understand- 
able advices to them, would forestall un- 
necessary interviews. 


HE trustee and executor function 

originated from the confidence re- 
posed in the business judgement, honesty 
and family interest of the person select- 
ed for this high honor. The role of trus- 
tee was inseparable from that of guard- 
ian. To bridge the gap that has devel- 
oped with “modern” business technique, 
trust men encourage a get-acquainted 
meeting with beneficiaries at the time the 
will appointing the bank is being plan- 
ned, or on some subsequent occasion. 
Where the testator does not welcome this, 
personal offers or assurances of assist- 
ance at the time of bereavement, initi- 
ated by the trustee, have been deeply 
appreciated and started the relationship 
on a foundation of confidence. 

When the unforeseen occurs, or in the 
normal course of stewardship, the trus- 
tee’s initiative in advising by confer- 
ence, letter or simply designed state- 
ments of the account, has saved feelings 
as well as time. There is no place for 
mystery in a trust account; that is pro- 
ductive only of mistrust. 


Involved affairs—or what seem in- 
volved to laymen—can almost always be 
avoided by intelligent estate planning. 
Although usually confined to the estate 
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owner, while he lives, and to his prop- 
erty, the planning of his estate should 
include adequate consideration of the per- 
sonalities and peculiarities of the prin- 
cipal beneficiaries. This may best be 
accomplished through meetings arranged 
by the new business officer with the ad- 
ministrative officer of the fiduciary. 
Trust Institutions direct all of their 
attractive pamphlets and brochures to 
the estate owner to convince him that 
he should appoint the bank to manage 
his estate. But the poor beneficiary gets 
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no attention until the time comes for 
him to learn the hard way. Educating 
the beneficiary is a prerequisite to at- 
taining relief from unnecessary confer- 
ences and long drawn out correspond- 
ence. 

The elemental story of the trustee, 
what it is, what it does, and how it does 
it, can be told to beneficiaries through 
a series of informative booklets, distri- 
buted by the bank while beneficiaries are 
still “prospectin,’” or at the time they 
come into their estate. 


Profits and Liberalism 


No brand of Liberalism yet known has 
rejected the profit motive or, more gen- 
erally, the capitalist system. Profits and 
service are not mutually exclusive; in- 
deed, the one is, or should be the reward 
of the other. The fact is that it is as 
nonsensica! to speak of abolishing profits 
as it would be to talk about abolishing 
wages or any other payment for ser- 
vices rendered or goods received. It is 
possible to claim, at any point of time, 
that the reward of capital or of man- 
agerial services is too high in relation 
to other rewards. It is certainly pos- 
sible to say that, in any well-organized 
post-war community, profits must be as- 
sociated with plentiful production, and 
not, as in recent decades, with economic 
restrictionism. For it is precisely be- 
cause of this relationship between profits 
and plenty in the past that the power 


to produce climbed quickly, and with it, 
though not equally, the standard of liv- 
ing of all classes. The decision as to 
whether this or that activity shall be 


carried on, or this or that article or ser- * 


vice be produced, must be made accord- 
ing to some criterion of profitability — 
even under conditions of complete State 
control. For a Liberal to advocate the 
entire abolition of the arbitral functions 
of free markets is to cease to be a Lib- 
eral.—The Economist, June 14. 


For the past year, Canada has been 
authorizing expenditures of about 
$30,000,000 monthly for new plant and 
equipment for manufacturing war ma- 
terial. Commitments to date exceed 
$425,000,000, of which more than 
$300,000,000 has been spent. 


Preview of Future Industrial Plants? 


The laboratory 
and factory of R. 
T. Vanderbilt Co. 
at East Norwalk, 
Conn. may pres- 
age new era in 
construction of 
industrial plants. 
The group was 
built from plans 
by the office of 
H. T. Lindeberg, 
New York City. 
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HAS TWO LEGAL SYSTEMS 


Canada has one civil law Province and 
eight common law; these nine juris- 
dictions naturally exhibit wide differ- 
ences in their statutory requirements 
and business conditions. Through its 
comprehensive Branch organization 
the Toronto General Trusts is in close 
touch with fiduciary matters and is 
well qualified to offer ancillary service 
in Canada under corporate and 
personal trusts. This Corporation 
welcomes your inquiries. 
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President’s Tax Suggestions 
Rejected by House 


Two days before the House passed the 
$3,206,200,000 tax bill, the Ways and 
Means Committee rejected three recom- 
mendations for increasing the yield, of- 
fered by President Roosevelt. One of 
these was a modification of the manda- 
tory joint return proposal, already voted 
down, so as to give “each spouse com- 
plete credit for his earned income.” The 
second was a plea for adopting the Trea- 
sury’s excess-profits tax plan. 

But the third, calling for reduction of 
the personal exemption to $750 and 
$1,500 for single and married persons, 
respectively, was most unexpected. In 
explaining the committee’s action on this 
last suggestion, Chairman Doughton 
stated that the Treasury Department it- 
self had opposed any reduction because 
of the rising cost of living and the bur- 
den of hidden taxes on persons in the 
low income groups, remarking that “the 
committee at times found it impossible 
to reconcile the testimony of different 
officials representing the Administra- 
tion.” 

Under the terms of the House measure, 
increases in the estate (and, in the same 
proportion, gift) tax rates are expected 
to bring the revenue from these sources 
up to $151,900,000. Higher surtax rates, 
beginning at 5% on the first $2,000 of 
taxable income, are calculated to yield 
a total of $829,000,000 in income taxes. 
Corporate income levies are to bring 
$1,322,900,000, while the new and in- 
creased rates of miscellaneous and ex- 
cise taxes are supposed to raise $902,- 
400,000. 

However, after the bill was sent to the 
Senate, Secretary Morgenthau offered a 
six-point program to the Finance Com- 
mittee under which the amount reduced 
by the House would be restored. This 
program included the President’s recom- 
mendations, and added the following: 

Elimination of tax escape by certain 
companies engaged in extracting natural 
resources 

Removal of tax-exemption enjoyed by 
State and municipal securities 

Higher rates on gifts and estates. 
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“Meeting Today’s Challenge” 


Proceedings of Pacific Coast Trust Conference 


HREE major problems of trust bus- 

iness today are the effects of tax 
changes on the volume of trust busi- 
ness, of changing business conditions 
and corporate earnings on trust invest- 
ments, and of both these factors upon 
the terms of trust instruments, declared 
Carl W. Fenninger, president of the 
Trust Division of the American Bankers 
Association at its Pacific Coast and 
Rocky Mountain States Conference, held 
in Seattle, August 6 to 8. 

Approximately 150 trust men attend- 
ed the Conference, which was opened 
by W. G. Bieri, trust officer, Washington 
Trust Company, Spokane, and president, 
Corporate Fiduciaries Association of 
Washington, hosts to the delegates. 

“Of proper taxation we make no crit- 
icism,” asserted Mr. Fenninger, who is 
vice president of the Provident Trust 
Company, Philadelphia. “Indeed bank- 
ers recognize the wisdom of meeting 
running expenses of both national and 
local governments by taxes and urge 
that method. They believe that borrow- 
ing through bond issues to cover cur- 
rent expenses is, generally speaking, 
bad in practice and should only be re- 
sorted to in exceptional cases. 

“For permanent improvements we 
might properly borrow so that those 
wno enjoy the facilities produced may 
in the future pay their fair portion of 
the costs. What seems to 
be happening to us, how- 
ever, is that through high 
death taxes and excessive 
taxation on our larger in- 
comes, we are penalizing 
thrift and economy just 
where it is most unwise 
to do so because it is from 
these sources that our great 
reservoirs of funds for in- 
vestment in productive en- 
terprises come. Our pre- 
sent tendency seems to be 
to use taxes in the direction 
of regulating industry, 
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trade and commerce and to redistribute 
wealth, thus interfering with the devel- 
opment of free enterprise. In other 
words, the theory of taxation for revenue 
only has been giving way to the use of 
taxation for so-called social purposes.” 

Speaking of the radical changes in 
business conditions, Mr. Fenninger 
stated: “We need only cite the great 
change which has taken place in the 
railroad industry, on the one hand, and 
the chemical industry, on the other. 
Our railroads have gradually gone out 
of favor as investment media, while our 
chemical companies have moved in the 
opposite direction. There are only a 
few railroads whose bonds lend them- 
selves to trust investment and only a 
very few whose stocks may be pur- 
chased where it is possible to make in- 
vestments in stocks. On the other 
hand, the chemical industry has almost 
no debt, so that stocks form the only 
medium of investment, and where only 
bonds may be bought, that avenue of in- 
vestment is closed. 

“Broad changes may in the future 
come more rapidly and alertness in the 
handling of investments may therefore 
be more important. There are two out- 
standing thoughts which may help us 
in hedging against this possibility. 
First the prudent-man theory of in- 
vestment and, secondly, the common 
trust fund. The adoption 
generally of the prudent- 
man theory of investment 
would make diversification 
on a broad basis both pos- 
sible and more practical 
than it is at the present 
time. If along with this 
the common trust fund can 
be developed, it will provide 
the diversification required 
at the minimum cost and 
assure much closer supervi- 
sion of the whole invest- 
ment list.” 

Turning to the effects 
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of taxes and changing business condi- 
tions upon the terms of trust instru- 
ments, Mr. Fenninger remarked that: 


“All instruments should contain as 
broad investment powers as possible 
and wherever possible authority to in- 
vest in common trust funds. Second- 
ly, they should provide not only that 
income may be expended for the main- 
tenance and support of life tenants, but 
that in the event of reasonable emergen- 
cies principal should be expended also. 
Thirdly, in the formation of the terms 
of trust instruments there should be 
a definite understanding on the part of 
both the customer and the institution of 
the possibility of considerably changed 
conditions in the future and that the 
usability of the fixed income trust is 
explored so those who must immedi- 
ately be cared for may be assured of 
having an amount of money upon which 
they may annually count.” 
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Contribution to Public Welfare 


PECIFIC instances of direct contri- 

butions to public welfare made by 
trust institutions were reported by 
Judge L. E. Birdzell, vice president and 
senior trust officer, Bank of America 
N.T.&S8.A., San Francisco. Scores of 
cases were culled from the experiences 
of more than 40 banks in the Pacific 
Coast and Rocky Mountain area. Trusts 
running the entire range of charitable 
purposes were listed by Judge Bird- 
zell as being administered by these 
banks, quoting from one letter as the 
keynote: 


“Our attitude has always been that it 
is our duty, even though the compensa- 
tion may be small or entirely lacking, to 
perform our share of this class of busi- 
ness. We look upon it as a part of our 
contribution to those in need and as an 
act of good citizenship.” 


Among the many interesting cases 
discussed by Judge Birdzell were the 
following: 

Bank acted as special administrator, 
without compensation, to bring action 
for the death of a seaman, his widow 
having no friends or relatives in the 
State. Judgment for $25,000 recovered. 

Trust company served as gratuitous 
trustee of fund collected for family of 
slain policeman. Employment obtained 
for widow. 

Similar service in the case of an 
Army man killed in a plane accident. 
Job secured for his son. 

Trust institution supervised design- 
ing and construction of Griffith Plane- 
tarium and Greek Theatre in Los An- 
geles, under terms of trust of over three 
quarters of a million dollars. 


In trust consisting of unproductive 
realty, for free hospitalization for poor 
aged people, bank converted into pro- 
ductive investments yielding enough to 
effectuate testator’s desires. 

Several cases of trusts for student 
loans, in one of which trustee has made 
over 400 loans, totalling approximately 
$100,000, with a loss of less than $100. 

Many instances of administering vet- 
erans’ guardianships at less than pre- 
vailing compensation. 





CURRENT EVENTS 


In concluding, Judge Birdzell remark- 
ed that these “examples of trustees’ 
contribution to the public welfare ... 
serve to demonstrate that our services 
as trustee are not, as is sometimes 
erroneously believed, confined solely to 
the safekeeping and management of 
very large funds. It is a service which 
touches all walks of life and faithfully 
serves all classes and conditions of our 
people.” 


New Business Efforts 


cc E may as well quit hoping for 

something new—some lodestone 
or magic hazel twig which will show us 
new veins of business,” declared Don 
R. Cameron, trust officer Union Bank & 
Trust Company of Los Angeles. Lead- 
ing a forum on “What We Are Doing in 
Our Institution to Get New Business,” 
Mr. Cameron said, “The real opportun- 
ities lie, not so much in new frontiers, 
but in the ground that we know well. 
We have to stop looking for new placer 
pockets and new ledges full of free gold. 
and reorganize our thinking, our equip- 
ment, and our effort, to mine successfully 
the still vast resources of lower grade 
ore.” 

Citing the latest report of the Comp- 
troller of the Currency, Mr. Cameron 
stated that “statistics show that the vol- 
ume of new trust business in the United 
States is barely in excess of trust bus- 
iness terminated.” He queried whether 
the fact that the number of testamentary 
trusts increased 114% while living trusts 
gained less than 1/3 of 1% indicated 
“that we are less energetic in our pre- 
sent search for new business than we 
have been in the past.” With smaller 
estates reflecting proportionately smaller 
profits, he asserted that volume is the 
solution. 

Excerpts from the remarks of the 
forum members appear in The Trust 
Market section of this issue. 


What Trustor Looks For 


PEAKING on “Trusts and the Fam- 

ily,’ Mrs. Bruce Blake of Olympia, 
Wash., listed these among the things she 
would look for in a trust institution to 
handle her affairs: 


«ll 


Since 1852 


When you are handling 
an estate that involves 


California property 


The oldest Trust Com- 
pany in the West will 
be glad to serve you. 
Correspond directly with 


Trust Department 


Wells Fargo Bank 
& Union Trust Co. 


SAN FRANCISCO 
Member F. D. I. C. 


A trust institution well equipped and 
staffed to handle trusts and thoroughly 
tried in the community. 

A wise, tactful, human, dignified trust 
officer, interested in and willing to listen 
to personal problems and advise on them. 


A trust department which welcomes 
an interest in the statements of condi- 
tion of the fund which it regularly sends 
out, is willing to explain why a 5% bond 
is sold and a 244% one purchased, and 
will give advance notice of necessary 
reductions in income. 

A trust officer who can plan an estate. 


THER speakers at the Conference 

included: D. J. Needham, general 
counsel, American Bankers Association, 
who, speaking on Washington Trends, 
urged the importance of banks’ qualify- 
ing for defense bonds sales, and of pre- 
paring for increased taxes; W. F. Gab- 
riel, vice president, Wells Fargo Bank 
& Union Trust Co., San Francisco, and 
Benson L. Smith, vice president, Cali- 
fornia Trust Company, Los Angeles, 
each of whom discussed a. specific in- 





Have you a 


School Problem? 


Consult the School Bureau of Harpers 
Magazine (est. 1908). It will gladly 
advise you in the selection of a school, 
junior college or college. There are no 


fees. When requesting information, give 
full details. Address 


SCHOOL BUREAU 
Harpers Magazine, 49 E. 33 St., New York 


, vestment problem, no report being made 
of the discussion. 


At the question box session, presided 
over by Samuel C. Waugh, executive 
vice president and trust officer, First 


Trust Company, Lincoln Neb., questions - 


on investments, taxation, new business, 
and law were answered respectively by: 
Robert S. Drew, vice president, Contin- 
ental Illinois National Bank & Trust 
Co., Chicago, H. M. Bardt, vice presi- 
dent and trust officer, Bank of Amer- 
ica, Los Angeles, Towner Phelan, vice 
president, St. Louis Union Trust Co., 
Alfred J. Schweppe of McMicken, Rupp 
& Schweppe. 


Penn. Committee Chairmen 


J. Regis Walthour, trust officer, First 
National Bank of Greensburg, Pa., and 
chairman of the Trust Section of the Penn- 
sylvania Bankers Association, has an- 
nounced the appointment of the following 
men as chairmen of the various committees 
of the trust section: Trust Investments, 
Frank G. Sayre, vice president, The Penn- 
sylvania Company, Philadelphia; Costs and 
Charges, W. Elbridge Brown, vice pres- 
ident and trust officer, Clearfield Trust Com- 
pany; Mortgage Investment Funds, G. Fred 
Berger, Norristown-Penn Trust Company; 
Manual for Trust Department Operation, 
Charles A. Schreyer, vice president and 
trust officer, West Branch Bank and Trust 
Company, Williamsport; Law of Decedents’ 
Estates and Trusts, Paul C. Wagner, trust 
officer, Fidelity-Philadelphia Trust Com- 
pany; Public Relations, John Kinneman, 
vice president, Peoples-Pittsburgh Trust 
Company. 
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Morgenthau, Connally, Ayres to 
Address A.B.A. at Chicago 


Henry W. Morgenthau, Secretary of 
the Treasury, Senator Tom Connally of 
Texas, chairman of the United States 
Senate Committee on Foreign Relations, 
and Brigadier General Leonard P. Ayres, 
Director and Coordinator of War Depart- 
ment Statistics, are among the speakers 
who will address the annual convention 
of the American Bankers Association to 
be held in Chicago, September 29 to 
October 2. 

A vital round table conference will 
be held Thursday, Oct. 2, on Current 
Economic Problems. Dr. Paul F. Cad- 
man, economist of the American Bank- 
ers Association, presides. Albert Will- 


_iam Atwood of Washington, D. C., writer 


on business and financial topics; Earl B. 
Schwulst, first vice president of the 
Bowery Savings Bank, New York City; 
and Dr. Lionel D. Edie, of New York 
City, will take part in the discussion. 

The Trust Division meeting, under the 
chairmanship of its president, Carl W. 
Fenninger, vice president of the Prov- 
ident Trust Company, Philadelphia, will 
be held on the afternoon of September 
29 and will be addressed by W. W. Hin- 
shaw, Jr., president of the Corporate 
Fiduciaries Association of Chicago. The 
meeting will feature a panel discussion 
on bank management and the trust busi- 
ness, which will be participated in by 
Gwilym Price, of the Peoples-Pittsburgh 
Trust Company; Frederick A. Carroll of 
the National Shawmut Bank, Boston; 
Louis S. Headley of the First Trust 
Company of St. Paul; John W. Reming- 
ton, of the Lincoln-Alliance Bank and 
Trust Company of Rochester, N. Y., and 
Arthur F. Young, National City Bank of 
Cleveland. 


Giles to Head Utah Trust Division 


The Trust Division of the Utah Bankers 
Association, at its annual meeting held in 
June, elected George E. Giles president for 
the coming year. Mr. Giles is trust officer 
of the Continental National Bank and Trust 
Company of Salt Lake City. He succeeds 
Welby S. Emms, trust officer of the Tracy 
Loan and Trust Company of the same city. 





CURRENT EVENTS 


“Blocked” Dollars 


FRANKLIN B. KIRKBRIDE 


AR is the great 

dislocator. Ten 
lean years are now be- 
ing succeeded by a 
frenzy of production, 
business going great 
guns, shattering every 
previous record, achiev- 
ing new highs for all 
time. 


But consumption 


must be kept in line with production if 
we would avoid wild price rises. 


“Ceilings,” if skillfully imposed, eco- 
nomically sound, politics taboo, freezing 
prices all the way from the raw material 
to the finished product and including la- 
bor, can play an important part in pre- 
venting runaway price advances. “Pri- 
orities” exercise the same restraining 
influence. 


It is hard for many people to realize 
we are not duplicating the experiences of 
the first World War. What is actually 
happening is that we have started where 
we left off before. Much was learned as 
a result of the last war and its after- 
math, particularly how to get the victors 
to rehabilitate the vanquished, how to 
control forces like inflation which had 
run riot and left in their wake destruc- 
tion as devastating as the result of shoot- 
ing war. 

Under normal conditions, production 
and purchasing power tend, in a general 
way, to keep more or less in step. As 
purchasing power (demand) rises, there 
is a tendency for prices to increase and 
that stimulates production. The reverse 
holds true when purchasing power falls 
off. This statement oversimplifies the 
picture, for other factors may have sig- 
nificant effect, such as stocks of goods 
on hand, shortages, the increasing or de- 
creasing supply of money and credit 
available. Then, too, from the extreme 
of full employment of all available labor 
to the nadir of unemployment, produc- 


tive capacity and labor may bear heavily 
on the fluctuating price level. 

It would be simple to control prices if 
there was only one kind of purchasing 
power (dollar bills) and a single want to 
be supplied. 

Under existing conditions, as long as 
money is available and credit is cheap, 
demand will continue. When the labor 
supply is fully occupied and productive 
capacity cannot be increased, bottlenecks 
appear and trouble commences. Fear of 
shortages spurs buying and competitive 
bidding for goods and services merely 
raises prices and transfers the available . 
supplies to those who are willing to pay 
the highest figure. Demand satisfied, 
buying power curtailed, the prospect of 
lower prices delays the normal absorption 
of goods and services. 

In times of depression, purchasing 
power is automatically curtailed and the 
job is to increase it. Today, just the 
opposite is true. 


Not Enough 


NCREASING taxes drain off more and 

more “spending power” and serve 
their purpose as far as they go. Income 
taxes curtail the buying power of maybe 
ten per cent of our people. Tax antici- 
pation warrants are issued to accelerate 
the speed with which the income of this 
group is being curtailed. Income taxes 
do not, however, reach the “new rich” 
who form the backbone of the nation, 
the ninety per cent who are now for the 
first time in a decade fully and gainfully 
employed, with money burning holes in 
their breeches pockets. Long overdue, 
unsatisfied wants compel spending. For 
this great class, baby defense savings 
bonds have been invented and drives put 
on, appealing to loyalty, to get them to 
take bonds and defer buying goods. 

All this, however, is not enough, for 
there is a limit to government borrow- 
ing, and printing presses turning out 
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Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST <-- 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 


phony dollars would spell destruction. 
The ease with which indirect taxes are 
paid and collected points the way. Do 
we stop to thing how much of the cost 
is tobacco and how much is tax when 
we buy our cigarettes? Before we get 
through, there will have to be a tax on 
consumption. The sales tax, in one 
form or another, is inevitable, whether 
we like it or not, if the buying power of 
the masses is to be kept within bounds, 
if the necessary funds to pay for an ade- 
quate part of the defense effort are to be 
collected and if prices are to be kept in 
control. 


Tomorrow’s Purchases 


$ HERE are other devices that are 

bound to follow, and one of the most 
effective is going to be “blocked” dollars. 
Dollars which can be used for only one 
specific purpose. The experience of Ger- 
many, the advice of John Maynard Key- 
nes show us how it can be done. Here 
is a single example. A fraction of every 
pay check—four or five per cent maybe 
—in “blocked” dollars, that can be used 
only to deposit in the savings bank, not 
subject to withdrawal until maybe six 
months after the war is over. In the 
meantime, however, Henry Morgenthau 
would take these same “blocked” dollars, 
replacing them with Uncle Sam’s I O U’s, 
and would keep reissuing them so that 
everyone who works for wages would be 
given the run-around, like a squirrel in 
a revolving cage, but with this differ- 
ence; the squirrel gets nowhere and just 
gets more and more exhausted the fas- 


ter he runs, while we would be storing 
up future purehasing power against the 
time when we will need it far more than 
now. 


Intelligent planning and wise control 
of civilian expenditures, with every pos- 
sible want deferred that interferes with 
the defense effort, can do much, not only 
to hold prices in check, but to create a 
mass of deferred demand that will help 
to bridge over the transition from a war 
to a peace economy. It has been well 
said that: 


A premium on savings, a penalty on 
spending—this must be the guiding prin- 
ciple of the American tax policy during 
the war. 


Government Seeking Economists 


To secure economists in all branches of 
economics for Government service, the 
Civil Service Commission announced an ex- 
amination for positions paying from $2,600 
to $5,600 a year. Applications will be ac- 
cepted at the Commission’s Washington of- 
fice until further notice. Economists will be 
appointed in various Government agencies 
to conduct professional research in one or 
more branches of economics and to main- 
tain working relationships with Federal and 
State agencies. In addition to completing 
a 4-year college course in economics per- 
sons must have had professional experience 
in economic research or in responsible col- 
lege teaching in economics which was ac- 
companied by research, provided that a por- 
tion of the experience was in a specialized 
branch of economics. 





Composition of Estates 


Commerce Department Survey of 120,000 Estates 
Filed in 1928-29 and 1938-39 


C. J. HYNNING and A. J. GOLDENTHAL 
Office of Price Administration and Civilian Supply, Washington, D. C. 


N the spring of 1940 the Department 

of Commerce offered to act as sponsor 
for a series of Work Projects Adminis- 
tration projects in the several states to 
collect data from the local court and tax 
records on the composition of property 
in estates left by decedents. In 18 states 
(see table below) the Work Projects Ad- 
ministration agreed to undertake the 
project in selected areas within the state 
which were believed to be representative. 
The field work was essentially completed 
by the winter of 1940-41 and the tabu- 
lation and analysis of security-holdings 
data promptly begun in New York City. 

The objectives of the survey may be 
stated as seeking to ascertain: 

1. The preferences of different types 
of investors (e.g., by age and wealth 
groups) for tangible and intangible prop- 
erty and the various types of intangible 
property (stocks, bonds, corporate and 
government, etc.). 

2. Trends in investment habits be- 
tween 1928-29 and 1938-39. 

3. The extent to which wealthy per- 
sons invest in securities of large, small 
and medium-sized corporations. 

4. The proportion of local wealth flow- 
ing into local business and local govern- 
ment as against investments made in 


enterprises or jurisdictions outside the 
locality of the decedent. 


A Wide Sampling of Estate Conditions 


HE survey attempted to obtain data 

on the different types of property 
held by the decedent. In this respect the 
survey essentially parallels the pioneer 
but smaller and less detailed investigation 
made by the Federal Trade Commission 
in the middle twenties (see Chapter III 
of the Commission’s report entitled Na- 
tional Wealth and Income*), and to a 
certain extent, the annual statistics on 
estate tax returns published by the Trea- 
sury Department (Part I of Statistics of 
Income). 

There has been great interest in ob- 
taining recent information on decedents 
in lower and middle-wealth groups, which 
is not available in the Federal statistics 
based on estate tax returns. Under the 
Federal estate tax the exemption starts 
at $40,000, but it can by skillful arrange- 
ment be made the practical equivalent of 
$120,000. Only the very wealthiest dece- 
dents, therefore, are tabulated in the Sta- 
tistics of Income. This survey also dif- 
fers from the previous surveys by at- 


*See Jan. 1930 Trust Companies 7. 
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Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 
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tempting to get complete and detailed 
information on the individual stocks 
and bonds held by decedents. 

And lastly, the survey involves the 
largest sample yet assembled on estates, 
consisting of more than 120,000 estates 
filed during 1928-29 and 1938-39. This 
figure is slightly less than 10 percent of 
the total number of persons dying in the 
United States in 1939. The sample is 
roughly equivalent in size to the total 
population of Trenton, New Jersey; 
Wichita, Kansas; or Spokane, Washing- 
ton. The distribution of this sample 
among states and the number of coun- 
ties classified by size of the largest city 
or town are shown in Table I below. 


The tabulated results of the survey 
will probably not be available until the 
end of the year. However, a smaller 
study of a sample of the wealthiest in- 
dividuals dying in 1928 and 1938 has 
been completed on the basis of estate tax 
returns of the Bureau of Internal Rev- 
enue. The results of this study may be 
announced within the next few months. 


TABLE I 
Number of sampled counties 


Approximate 
Number of 
Schedules 
Received! 


2,500 
under 
5,000 


Under 


State 2,500 


California 


Louisiana? 
Maryland 
Minnesota 


No. Carolina 


Pennsylvania 
So. Carolina 
Tennessee 


West Virginia __ 
Wisconsin 1 


35 


in 1940 with populations of 


Metro- 
politan 
District? Total 


5,000 10,000 
under under 
10,000 25,000 


25,000 
and 
over 


6 


bo 


— 
RFP OWN Oe of PDO 


DO 


46 49 22 55 


1. Elimination of defective schedules may vary the number finally tabulated. 
2. Sampled counties in Louisiana not indicated. 
3. Counties located in Metropolitan Districts as defined by the Bureau of the Census. 





THE TRUST MARKET 


What We Are Doing to Get New Business 


FORUM AT PACIFIC COAST TRUST CONFERENCE 


Improving Relations with Special Groups 


PAUL E. DORMAN 
Vice President and Trust Officer, First National Bank of Nevada, Reno 


TTORNEYS—More than four years 

ago we determined that a clear-cut 
statement of our policy in the adminis- 
tration and solicitation of trust busi- 
ness should be in the hands of every 
member of the Bar in our State. Ad- 
vance copies of our newspaper adver- 
tising and direct mailings have been 
sent to each member and to the secre- 
tary of the State Bar Association and 
to the secretaries of the various county 
bar associations. 


Every member of our State Bar knows 
that his own client will be referred to 
him to prepare any documents neces- 
sary to carry out his estate plan. Also, 
that those customers of the Bank who 
are not represented by counsel will be 
given at least five names of attorneys 
from which to choose to carry out their 
particular plan. Records are kept of 
all interviews and a ledger record of 
every attorney who has referred fidu- 
ciary business to us. We also record 
each instance in which his name was 
:ncluded in group references to our cus- 
tomers. These group references are 
alternated through the Bar membership 
list so as to make the fairest allocation 
possible. 


We are unable to carry on any activi- 
ties in the law schools because of their 
remoteness from our sphere of activity. 
This handicap is partially overcome by 
prompt efforts to get acquainted with 
newly admitted members of the Bar, to 
invite them to visit us, to know more 
about our work, and to discuss our var- 
ious activities in the trust field. 


Life Underwriters—We are giving in- 
creased attention to the Life Insurance 
and Trust Council movement that has 


been so successful in several cities 
throughout the country. When we con- 
sider the number of fiduciary associa- 
tions throughout the country, the con- 
clusion is inescapable that we must, as 
trust men, do our part to further this 
movement. Preliminary plans are al- 
ready under way to establish a council 
in Nevada. 


The Press—Whenever there is litiga- 
tion involving estates or trusts in which 
we act, we make certain that each news- 
paper receives an accurate written ac- 
count of the basis for the action, the 
Bank’s fiduciary capacity, names of 
counsel, the relief sought, and any other 
pertinent data which may supplement 
the reporter’s notes. No attempt is or 
should be made to influence news re- 
porting. Accuracy in setting forth the 
facts involved is our aim. We have 
found that the press welcomes the op- 
portunity to double check their own 
reports. Clippings of all such press ac- 
counts are kept for future reference, 
and when the litigation is decided, the 
same steps are taken to make available 
accurate information, together with 
references to date lines on prior news 
items. 


(Continued on next page) 


Head California Committees 


A. G. Reader, secretary and trust officer, 
Union Title Insurance and Trust Company 
of San Diego, is the new chairman of the 
Committee on Insurance of the California 
Bankers Association. A. L. Lathrop, vice 
president and trust officer, Union Bank and 
Trust Company of Los Angeles, is chair- 
man of the Committee on State Bar. 
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Advertising and Publicity 


HON. DUDLEY C. MONK 
Trust Officer, Pasadena Branch, Security-First National Bank of Los Angeles 


HE Roper Report shows that Trust 

Companies are getting only about 
24% of the potential will business. It 
is doubtful if there is a complete tabu- 
lation of the reasons for the disinclin- 
ation of the 76% to name Trust Compan- 
ies but we can make a good catalogue 
of these reasons: (1) Complete ignor- 
ance, (2) distrust, (3) desire to econ- 
omize, and (4) inertia. 

The statement of these reasons in- 
dicates the character of weapons in 
attack. The first class must be told 
simply and constantly that we do act 
as executor. The second class must be 
convinced in a serially educational way 
that they are mistaken. The third class 
must be shown that they do not achieve 
substantial economy, or that such econ- 
omy is outweighed by other advantages. 
The fourth group must be constantly 
urged to act. 

Consider the uses to be made of the 
newspaper. Conceding that there is 
great wastage, if copy is intelligently 
located in places (e.g. the financial 
pages) designed to catch the eye of the 
desired reader and if its subject mat- 
ter is calculated to quickly attract and 
hold attention, the message will be read. 
It is especially useful in reaching class- 
es one and four. 

In the use of certain technical mag- 
azines, technical copy pertaining to 
estate planning and taxes could un- 
questionably be written up. Reader in- 
terest for such copy is sharp in this 
circulation. On the contrary, copy for 
the newspaper will be more elementary. 


Consideration of Use 


In connection with pamphlets and 
booklets, more emphasis should be made 
upon the use of the material, assuming 
that it is so prepared as to be readable 
and interesting. So much of this mater- 
ial, as is placed in advertising racks for 
general public access, is open to almost 
the same possibility of wastage news- 


paper advertising presents. More effec- 
tive use of the material would seem to 
be on the desks of the personnel, where 
it can be used as a means of opening 
estate discussions, or offering a basis for 
introductions to trust personnel. It may 
save the trust man hours of discussion 
to be able to say “You will find the rates, 
or the plans, or the substantial elements 
of a will or trust embodied in this little 
pamphlet, which you may take with you.” 


Very elaborate or highly technical 
booklets can be used in yet another way, 
namely: for presentation to especially 
desirable customers as evidence of in- 
formative services of the bank. 


Place for Radio 


With regard to radio, there is a great 
deal of wastage. However, it is my opin- 
ion that there is a special use to be made 
of the radio program independent of the 
general broadcast audience. Illustra- 
tions of workable plans, effective admin- 
istration and economical uses can be pre- 
pared, preferably drawn from true in- 
stances. Persons with whom confer- 
ences have been held or who have ex- 
hibited some interest in like plans can 
be individually informed of the program 
and asked to listen. This enables the 
Trust Officer to hold a number of con- 
versations with the prospect, e.g. he may 
ask for comment following the broad- 
cast; he may ask subsequently for sub- 
ject matter which the prospect would 
like to hear treated in following broad- 
casts, and finally, if a series is used, the 
subject matter can be printed and dis- 
tributed. Properly done in a dignified 
manner over a good station, staged at a 
time when the elderly people, to whom 
most appeals are addressed, would listen, 
with human interest wrapped up in the 
stories or illustrations, and with sincer- 
ity of presentation, a radio program is 
entirely practical and likely to produce 
substantial business. 





THE TRUST MARKET 


Solicitation of New Business 


ROBERT V. WALSH 
Assistant Trust Officer, Crocker First National Bank of San Francisco 


ET us assume that advertising and 

other methods of securing leads have 
been successful and that we now have 
on hand a number of prospects interested 
in our trust services. How do we pro- 
ceed to convert these prospects into cus- 
tomers? Our new plan now being put 
into operation is based on many years 
of trust experience. 

Under this program we intend to list 
the names of all prospects in a visual 
Kardex file. On each card all data as- 
sembled from sources within the Bank 
will be centralized. The most important 
information to be noted will be headed 
briefly as follows: 

1. Name. 2. Type of Business. 3. 
Character of property and estimate of 
net worth. 4. Value of business. 5. Oc- 
cupation. 6. Family relationships (and 
ages if possible) and lastly 7. Amount 
and type of life insurance. 


Our prospect list will be divided into 
primary and secondary lists. The pri- 
mary list will include prospects having 
large property holdings and/or sizeable 
accounts. The major share of our new 
business-getting efforts will be centered 
on the primary list. We propose send- 
ing each prospect on the primary list a 
personal letter asking if we may send our 
Yrust Booklet which outlines the possible 
economies in the proper planning of es- 
tates and the advantages accruing from 
corporate management. If the prospect 
indicates his approval, we shall immed- 
iately send him a copy and follow this by 
a personal call within two to four weeks. 

Definite plans are now being formu- 
lated to set up an educational program 
for our secondary prospects through 
direct-by-mail literature over a long per- 
iod with mailings every several months. 
Eventually these names will be shifted 
to the primary list for solicitation. 


Data, Then Plan 


These procedures lead us to the next 
step—personal solicitation. During the 


solicitor’s first call he will explain in 
detail the subjects covered in the book- 
let and attempt to apply the stated prin- 
ciples to the prospect’s particular needs. 
He will also try to obtain all information 
relative to the prospect’s financial and 
personal affairs. The results of this call 
will be summarized on the Kardex file 
and follow-up dates noted for future ref- 
erence. 

When sufficient data have been gath- 
ered, we will prepare an individual Es- 
tate Plan which analyzes the prospect’s 
problems and gives concrete suggestions 
for their solution. In brief, the Estate 
Plan will cover the following points: 


1. An estimate of death taxes and 
transfer costs. 


2. Ways and means of providing funds 
to meet these costs. 

3. An arrangement of property man- 
agement and payment of income 
to beneficiaries. 


4. Schedule of costs charged by the 
fiduciary. 


This plan, while quite costly, will be 
offered to prospects without cost or ob- 
ligation. We believe that the results 
will justify the expense. 


Approach to Prospect 


If a prospect is a bank customer, we 
assume that he is familiar with the 
background of our institution and con- 
centrate our efforts on selling him our 
services. If he is a non-customer, we 
devote some time outlining the back- 
ground, policy, type of management, 
etc., before attempting to sell him. Al- 
lowing for this slight difference, the 
general approach to customers and non- 
customers is the same. In _ personal 
solicitation the information previously 
known about a prospect is an invaluable 
aid. It permits the solicitor to direct 
the interview toward problems in which 
the prospect is most apt to be interested, 





158 


thereby gaining his confidence. There- 
fore, the successful trust solicitor, like 
any other salesman, when calling on his 
prospect should be armed with every 
possible scrap of information obtainable. 
I should like to point out that in all in- 
terviews the solicitor should make every 
effort to confine his sales talk to simple 
non-technical language. 

We are seeking to induce our customer 
to take action on a program usually in- 
volving his entire property and the wel- 
fare of his family. As a result, we can- 
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not expect prospects to reach immediate 
decisions. Frequent contacts, helpful 
assistance and cordial relations over a 
period of time must be relied upon to 
induce the customer to avail himself 
eventually of our services. 

Experience has convinced us that the 
type of highly trained personnel is a 
better producer of trust business than 
the strictly salesman type whose prin- 
cipal selling effort is necessarily directed 
toward inducing the propect to come into 
the bank and talk with a trust officer. 


What Are We Spending for New Trust Business? 


A. G. READER 
Secretary and Trust Officer, Union Title Insurance & Trust Co., San Diego, California 


HE sources of my information are 

“Survey of Costs” conducted in 1938 
by the Trust Company Section of the 
Pennsylvania Bankers Association, ‘“Re- 
port of Sub-Committee on Fees and 
Costs” “Committee on Trust Functions, 
New York Bankers Association 1938,” 
and replies to a questionnaire of my own 
recently addressed to twenty six trust 
institutions, large and small, in the fol- 
lowing centers: Seattle, Spokane, Port- 
land, (Ore.), Ogden, Salt Lake City, 
Reno, Oakland, Stockton, San Francisco, 
Santa Barbara, Los Angeles, Pasadena, 
San Diego and Phoenix. I believe it is 
a pretty fair cross-section of new busi- 
ness policies of trust institutions West 
of the Continental Divide. Besides the 
geographical spread indicated, I have cov- 
ered banks with total resources ranging 
from less than $3,000,000 to in excess of 
$600,000,000. 


Out of a total of eighteen replies, only 
one stated that the amount of their new 
trust business budget is based primarily 
upon the volume of the trust business on 
the books. Three reported that their 
budget is based largely upon gross rev- 
enues of the Trust Department. None 
of the replies indicated any relationship 
between the amount of their new trust 
business budget and the volume of their 
banking business. Fourteen stated that 


none of the foregoing is the governing 
factor. Several stated that they are 
given flat allowances. The majority in- 
dicated that their expenditure depends 
largely upon the merit of the individual 
program submitted, and the volume of 
prospective business. 

The highest percentage of gross in- 
come, excluding corporate trust accounts, 
being spent is 16.8%. The lowest, noth- 
ing. Average, 6.47%. I found no rela- 
tionship between these percentages and 
the sizes of the trust departments reply- 
ing. In fact, the highest percentage was 
reported by one of the largest depart- 
ments. However, those institutions re- 
porting no new business program, or an 
extremely nominal one, are all small. Of 
the sixteen replying, four reported 10% 
of gross income or better being spent, 
and seven are spending from 5% to 10%. 
Several companies reported that these 
higher percentages had been well justi- 
fied. The Pennsylvania Survey revealed 
that the composite percentage being 
spent by the 23 banks covered was 2.7%, 
the highest being 6.4% but only this one 
institution was spending more than 5%. 
Three appeared to spend nothing. 

The basis of the figures gathered in 
Pennsylvania, New York and Maryland 
is different from that used in my survey 
because here both the income from estate 
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business and business development ex- 
pense charged thereto is excluded, but 
they show the relative expenditures and 
disclose the fact that the expenditures 
by trust institutions in Pennsylvania in 
1938 were 1.8% of gross trust income. 
In 1938 seventeen New York banks were 
spending 4.4% of their gross trust de- 
partment income for business develop- 
ment, and the composite New York fig- 
ure for three years prior to 1938 was 
4%, the same as Maryland’s average. 


Fifteen out of 18 reported that they 
were using newspapers and periodicals. 
Eleven quoted percentages, and the aver- 
age proportion of the new business bud- 
get being devoted to this medium by 
these institutions is 24.29%. High 60%. 
Eight of the eleven are spending in ex- 
cess of 20% for this purpose. 


All é¢ighteen answered that they are 
using direct mail and booklets. Thirteen 
gave percentages and the average pro- 
portion of the new business budget be- 
ing spent for direct mail and booklets 
is 51.47%. The highest proportion be- 
ing so spent is 80% and the lowest 
10.88%. Eleven out of the thirteen are 
spending 40% or more for this purpose. 


Eight of the 18 said they are employ- 
ing solicitors. Seven quoted figures, and 
the average proportion of their new bus- 
iness budgets being spent for such sal- 
aries and expense is 49.49%. The high- 
est proportion appears to be 62% and 
the lowest 34.22%. Only one small de- 
partment reported having a solicitor. A 
number of banks, mostly small, said that 
bank and trust department officers solic- 
ited accounts, one reply stated that they 
had been very profitable. 


Nine said that they are using material 
which they did not classify under any of 
the categories mentioned. Six quoted 
figures. Of these the average propor- 
tion of the total new business budget be- 
ing so spent is 18%. High 21%, low 5%. 
One bank reported that it was devoting 
14% of its new trust business budget to 
radio advertising. 

I hope that these figures may provide 
helpful yardsticks by which we may bet- 
ter determine our own new business pro- 
grams. One fact stands out: there is no 
uniformity in our policies at present. 
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of successful programs 
for developing 
trust business 


New-business programs built on the 
firm foundation of successful experience, 
using material of proven effectiveness, de- 
signed to meet your special requirements 
and to make the most of today’s new 
opportunity to tell trust prospects about 
estate-transfer economy and modern 
methods of estate conservation. 


COMPANY 


Headquarters for Trust Advertising 
CHATTANOOGA, TENNESSEE 
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SANDERSON & PORTER 


EST. 1896 


ENGINEERS FOR 
CORPORATE TRUSTEES 


IN CONNECTION 


WITH 


VALUATIONS AND MANAGEMENT PROBLEMS 


NEW YORK 


CHICAGO 


SAN FRANCISCO 


22 Bankers Report Incomes in Excess of $75,000 for 1939 


Secretary of the Treasury Morgenthau 
recently made public, in accordance with a 
provision of the Internal Revenue Code, a 
list of 560 individuals receiving from cor- 
porations compensation for personal ser- 
vices in excess of $75,000 for the calendar 
year 1939 or fiscal years ending in 1940. 
Included in the list were the names of 22 
bankers, connected with 13 banks in five 
cities. 

Thomas J. Watson, head of the Interna- 
tional Business Machines Corporation, 
topped the list with a total compensation 
of $442,560. Winthrop W. Aldrich, chair- 
man of the Chase National Bank of New 
York, headed the bankers with a total com- 
pensation of $181,180. Other banks and 
bankers appearing in the list are as fol- 
lows: 


Wells Fargo Bank and Union Trust Com- 
pany, San Francisco: F. L. Lipman, chair- 
man, $76,833. 


Continental Illinois National Bank and 
Trust Company, Chicago: Walter J. Cum- 
mings, chairman, $100,600. 


National Bank of Detroit: 
Lucas, chairman, $88,100. 


W. S. Me 


Bankers Trust Company, New York: S. 
Sloan Colt, president, $80,570; Seward 
Prosser, chairman, $78,360. 

Central Hanover Bank and Trust Com- 


pany, New York: William S. Gray, Jr., 
president, $100,159. 

Chase National Bank, New York: Win- 
throp W. Aldrich, Chairman, $181,180; 
Donald H. Campbell, president, $107,580. 

Chemical Bank and Trust Company, New 
York: Frank kK. Houston, president, 
$76,500; Percy H. Johnston, chairman, 
$102,000. 

Manufacturers 
York: Harvey D. 
$136,964. 

National City Bank of New York: James 
H. Perkins, chairman (deceased), $93,739; 
Gordon S. Rentschler, formerly vice pres- 
ident, now chairman, $98,559. 

Philadelphia National Bank: Joseph 
Wayne, Jr., then president, now chairman, 
$108,342. 

Corn Exchange Bank Trust Company, 
New York: Walter E. Frew, chairman, 
now deceased, $75,000; Dunham B. Sherer, 
then president, $75,000. 

First National Bank of New York: Leon 
Fraser, president, $75,000; Samuel A. Well- 
don, vice president, $75,000. 

New York Trust Company: Mortimer N. 
Buckner, chairman, $95,000; Artemus L. 
Gates, president, $79,700. 

Guaranty Trust Company of New York: 
W. P. Conway, then president, $107,284; W. 
C. Potter, then chairman of the board, 
$106,134; E. W. Stetson, then vice president, 
$85,911. 


Trust Company, New 
Gibson, president, 
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Public Relations and Social Responsibilities 
of Trust Service 


TOWNER PHELAN 
Vice President, St. Louis Union Trust Company 


HE most important fact in public 

relations today is the revolution 
that has taken place in the past few 
years in the relationship between pri- 
vate business and the public. In sum 
and substance, private business is no 
longer private. The ownership and the 
control of property are no longer syn- 
onomous; the ownership remains pri- 
vate, but the control has become public. 
In a broad sense, the New Deal is the 
philosophy of the socialization of busi- 
ness enterprise. 

The extension of public control over 
private business, however misguided it 
may be, has come about in response to 
a genuine demand on the part of the 
public that business be conducted with 
due regard to the public welfare. If 
private business recognizes this demand 
and meets it by its own voluntary ac- 
tion, it will be adopting the best pos- 
sible program of public relations and 
the best possible defense against the 
still further socialization of private 
business. 

Good public relations for trust insti- 
tutions begins with recognition of this 
popular demand. Therefore, first study 
your own business from the point of 
view of the public interest and deter- 
mine in what respects you can revise 
your policies from that standpoint. 
Your first and most important public 
relations job is to make your company 
serve the public interest even better 
than it now does. Your next job is to 
publicize what you are doing. 


Unsatisfied Trust Market 


A need for trust service exists which 
we are not meeting and there is a large 
potential market for trust service which 
we either do not serve at all or which 


From address before the 19th Regional Trust 
Conference of The Pacific Coast and Rocky Moun- 
tain States, August 6, 1941. 


we serve at a loss. This market con- 
sists of estates and potential trusts too 
small for us to serve at a profit. An 
indication of how large this small es- 
tate and small trust market is may be 
gained from the figures of the Public 
Trustee of New Zealand. New Zealand 
has a population of only about 1,600,000 
and yet the Public Trustee has some 
93,000 wills on file and puts on its books 
approximately 2,700 new active ac- 
counts each year. 


In the future an even larger propor- 
tion of the total trust market will be 
represented by small estates and trusts. 
We are facing a changing pattern of 
wealth distribution and of the character 
of the potential market for trust ser- 
vice. I am not advocating volume for 
the sake of volume, but if we are un- 
able to adjust our business methods to 
enable us to handle small estates and 
small trusts in volume at a profit, we 
may be faced with a diminishing mar- 
ket. If we are unable to serve all who 
need trust service, we may default in 
our social responsibility and invite gov- 
ernment competition. 


Possibilities of Profit 


We should make a serious study of 
the possibilities of developing the small 
estate and trust market successfully 
and profitably from the standpoint of 
our own profits and of our relations 
with society. There are three lines of 
approach: 


First, there is the common trust fund 
which does away with individual invest- 
ment management, offers substantial 
economies, and renders trust service 
more attractive for small trusts by of- 
fering greater investment diversifica- 
tion and, therefore, greater safety. 

Our second method lies in popular- 
izing the annuity type of trust which 
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Senator Roseberry has done so much 
to develop.* 


Our third approach lies in attempting 
to simplify administrative procedure in 
order to cut down on overhead costs. 
This no doubt will require extensive 
changes in the laws of the various 
States. Why (for example) would it 
not be practical to eliminate any court 
administration of an estate (or testa- 
mentary trust) when a trust institution 
is named? Would not the beneficiaries 
and other interested parties be suffic- 
iently protected if they were permitted 
to come into court within a reasonable 
period and object to the discharge of 
the executor and require him to file 
an accounting? According to the stud- 
ies of Gilbert Stephenson, Australia and 
New Zealand have gone far in thus 
reducing costs. 


The Trust Division of the American 
Bankers Association is now engaged in 
a survey to determine what proportion 
of the trusts administered by trust in- 
stitutions fall within different size 
groups. In my own company, 67.3% of 
our trusts provide incomes of $3,000 per 
year or less. If our figures are repre- 
sentative, the survey will show that trust 
institutions are not engaged primarily 
in serving a small group of wealthy peo- 
ple, but that their services cover a broad 
cross-section of the American public, and 
this will provide us with valuable public 
relations ammunition. 


Procedure for Individual Institution 


Let us now view public relations 
work from the standpoint of the indi- 
vidual institution. The first step is to 
classify the forces both inside and out- 
side your institution which affect the 
attitude of the public towards it. Your 
starting point is public opinion. Gen- 
eral public opinion may be gauged by a 
study of newspapers, periodicals, state- 
ments of politicians, etc. The Roper 
Survey is invaluable in appraising gen- 
eral public opinion concerning trust 
institutions. 


*For description of function and advantages, 
see Feb. 1941 Trusts and Estates 163. 
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Specific public opinion concerning 
your own company is more important, 
although it may be greatly influenced 
by general public opinion. The man- 
agement policies and past record of 
your own institution are very important 
in this regard. Therefore, see that 
your institution’s fundamental policies 
are sound, fair and equitable. Is there 
a demand for trust service that you do 
not meet? Is your institution, or are 
any of its officers and directors identi- 
fied in the public mind with any situa- 
tion that has a slightly bad odor? 
These and similar questions are ones 
which you must consider objectively. 


In some cases, you are likely to en- 
counter conflicts between the public 
relations and the internal business 
viewpoints. For example, it may be 
good public relations to accept unpro- 
fitable trust business, but it is poor bus- 
iness from the profit and loss stand- 
point. It may be bad public relations 
to advertise tax saving advantages, and 
yet be good business promotion. I do 
not take the position that public rela- 
tions should be the determining factor 
in the adoption of business policies, 
but it is one very important factor that 
should be considered. 


Staff Training 


The next step in public relations is 


staff training. It’s an internal job of 
both employee and customer relations. 
It consists of seeing that your staff is 
loyal, satisfied, enthusiastic and public 
relations minded, and that in their con- 
tacts with customers and the general 
public, they are worthy representatives 
of your institution. This involves three 
major factors (1) selection of per- 
sonnel, (2) policies in reference to sal- 
aries, promotions, vacations, etc., and 
(3) personnel training. The forth- 
coming customers relations manual 
prepared by the Trust Division will be 
very helpful in connection with the lat- 
ter part of this job. 


Selling is not only a means of getting 
new business, but is a public relations 
activity reaching a great many people, 
nearly all of whom are within the group 
that should be prospects for trust ser- 
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is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products 
of General Motors Corporation 
and its world-wide affiliates: 
CADILLAC, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL and other 


GENERAL 
MOTORS 


INSTALMENT 
PLAN 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom: 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon request. 
EXECUTIVE OFFICE NEW YORK - BRANCHES IN PRINCIPAL CITIES 


vice. Your sales efforts are important, 
not only in reference to the business 
you get, but also in reference to the 
type of impression that your company 
makes upon the people whose business 
it does not get. High pressure sales 
tactics, in the short run, may be suc- 
cessful from a business-getting stand- 
point, but, in the long run, they will 
antagonize a large group of potential 
prospects, and thereby be bad public 
relations. 


Advertising 


The laws under which we operate 
are an expression of public opinion and 
the security of our business depends 
to a considerable extent upon the pub- 
lic’s believing that we are rendering a 


desirable public service. Favorable 
public opinion, however, will not in it- 
self cause our business to grow and be 
profitable. We must inform the public 
about trust service and the benefits 


which it offers. We must tell them of 
these benefits through advertising that 
will reach the entire community, and 
we must follow up the advertising by 
active solicitation of trust business. 
Advertising should be addressed to 
the entire public, not merely to the 
small percentage who constitute your 
prospects. The trust business is based 
upon confidence, and confidence is a 
mass emotion. You cannot have the 
community at large distrustful of you 
and retain the confidence of that group 
who constitute your prospects. 
Newspaper advertising will reach the 
entire public at a circulation cost so 
low that you can charge the entire ex- 
pense of it against the two per cent of 
newspaper readers who in all probabil- 
ity represent your market, and the cost 
of reaching this two per cent will com- 
pare very favorably with the cost of 
reaching them by direct mail advertis- 
ing. Thus, you reach your prospects 
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SILO’S 


NEW YORK’S 
OLDEST 
AUCTION HOUSE 


Appraisals for Tax Purposes 
Auction Sales to Settle Estates 


OUR CLIENTS INCLUDE 
MOST PROMINENT BANKS 


Vanderbilt Avenue and 45th Street 
Telephone Murray Hill 6-6830 


Under the Personal Direction of 
MRS. JAMES P. SILO 


at a reasonable cost and you reach the 
balance of the public free. 


Program 


A balanced advertising program or- 
dinarily should include several media. 
For example, outdoor advertising has a 
very low circulation cost, but can pre- 
sent only a brief telegraphic message. 
It is excellent for low cost name pub- 
licity, but it cannot explain trust ser- 
vice nor tell a story. You can tell your 
story effectively either through news- 
papers or direct mail, but these media 
are too expensive on a circulation basis 
to waste on mere name publicity. The 
newspaper is the medium which should 
carry the main burden of your adver- 
tising story if you have a large enough 
appropriation to do a good job in the 
newspapers. It takes a strong, lusty 
voice and frequent use of it to make 
yourself heard in the newspapers, so 
don’t use them at all if your appropria- 
tion permits only a weak, small voice. 
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Direct mail is ideal for obtaining 
leads for the new business department. 
If your appropriation is too small for 
an effective job in the newspapers, or 
if your trust department is consider- 
ably smaller than that of your princi- 
pal competitors, it may be desirable to 
concentrate almost entirely on direct 
mail. If your trust department is in a 
weak competitive position, newspaper 
advertising may sell the trust idea and 
get business for the other fellow. In 
this situation, direct mail is more suit- 
able. 

In radio advertising, you are up 
against ‘major league” competition on 
the part of large national advertisers. 
It is difficult for a local advertiser to 
meet that competition effectively and 
provide a program that people will tune 
in on in preference to the quality of 
programs which the large national ad- 
vertisers can afford. Radio advertising 
can be very effective, but it is certainly 
more speculative and difficult to use 
effectively than is newspaper advertis- 
ing. 

Trust advertising is, by its nature, a 
long pull proposition since its main ob- 
jective is creating confidence. There- 
fore, you should not merely try adver- 
tising, or use it spasmodically. You 
should advertise continuously, year 
after year, or not advertise at all. 


Winier Trust Conference Planned 
for Indiana 


At the semi-annual meeting of the Coun- 
cil of Administration of the Indiana Bank- 
ers Association on June 17, it was unani- 
mously decided to sponsor a Trust Confer- 
ence late this fall in Indianapolis for the 
benefit of officers and employees of Indiana 
banks. As endorsed by official Council ac- 
tion, the Trust Conference is to be of two 
days duration and is to be held either in 
late November or the first week in Decem- 
ber, 1941. W. W. Gasser, president, Gary 
State Bank, proceeding on the Council’s 
authorization, has appointed the Trust 
Conference Committee. Eugene H. Ingle- 
hart, trust officer, American National Bank, 
Indianapolis, has accepted appointment as 
chairman of the committee, and C. W. Dan- 
nenfelser, trust officer, Fort Wayne Nation- 
al Bank, the vice-chairmanship. 
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New Business Column 


QUALIFYING TRUST BUSINESS 


a 4 LL cash and marketable securi- 

ties’”—such is the ideal composi- 
tion of an estate to be administered by 
a corporate executor. And the larger 
its dollar size, the more profitable it will 
be. But if a trust company should lim- 
it its new business endeavors to the 
solicitation of this type of will appoint- 
ment, its trust department would soon 
be out of work. 


The average estate of today by no 
means fits the foregoing pattern. Its 
composition is not so “clean” and its 
size is growing smaller as the effect of 
“wealth re-distribution” gets in its digs. 
So our corporate executor, to continue 
in the business of administering estates, 
must change its rules which cause so 
many “renouncements.” 


Investment real estate, interests in 
private business enterprises, and un- 
listed or local securities, are the prin- 
cipal items that influence a corporate 
executor “not to act.” And when all 
of these things total up to a small dol- 
lar amount for the estate as a whole, 
the executors’ fee looks anything but 
attractive. 


There seem to be two principal 
changes that must be made. First:— 
the executor must recast its conception 
of what constitutes an acceptable will 
appointment; and Second: — adequate 
compensation, in keeping with required 
duties and services, must be written 
into the will. Approached in a con- 
structive manner, these problems can 
be solved. If so, the trust market will 
be expanded for trust institutions even 
though estate taxes, dollar value shrink- 
ages, and lifetime inter-family or char- 
itable gifts are causing a contraction 
in the size of the per capita estate. 


If the bank won’t act, what else can 
the testator do but appoint some indi- 
vidual who probably has never seen a 
will before? A banking institution with 
a trust department should possess all 


of the necessary qualifications to man- 
age and administer an estate, no mat- 
ter what its composition as to assets. 
The banking department should know 
all about private business enterprises 
and the investment department about 
real estate, mortgages, and local securi- 
ties from A to Z. Provide the corporate 
fiduciary with adequate compensation 
and with proper initiative, and it has 
everything else at its finger tips. 


* * * 


“LET SLEEPING DOGS LIE” 


"ERE is the philosophy used by some 

trust officers when thinking of all 
those wills on file in the vaults: “John 
Smith appointed us under his will some 
years ago, he is still a good customer, 
but it is best not to disturb him. If we 
remind him that we have his will he 
may decide to take us out.” Thus is 
written off one of the most important 
sources of new trust business, not to 
mention the dis-service done to John 
Smith. 


To be realistic, a bank is not going 
to keep its will appointments by hiding 
them. If will appointments are not ser- 
viced and kept up-to-date, some kind 
of loss is assured to a bank maintaining 
such policies. If the appointment is 
not lost, then the bank may find that 
upon the testator’s death it cannot act 
anyway because necessary adjustments 
had not been made by the testator while 
he was living. And if it still has the 
appointment and does act, then because 
the estate had not been cleaned up by 
“pre-administration,” it is a much more 
costly matter to settle it. 


But apart from all that, about which 
much has been written, is the fact that 
by “letting sleeping dogs lie” a trust 
institution is ignoring one of its most 
important sources of new business. 
People who have actually appointed the 
bank under their wills are the trust de- 
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@ TO OWNERS AND TRUSTEES OF REAL ESTATE @ 


Real Estate brokers are your SALESMEN. Who is your SALESMANAGER and 


what are his functions? 


Do you as owner or trustee have time and facilities to: 


1. Study the more difficult properties and the markets available to 


them. 


2. Present these properties with all the facts, pictures, plans, and 
conversion possibilities necessary to implement the work of your 


salesmen—the brokers. 


Know personally all of the many hundreds of brokers qualified 
by ability and interest to act as salesmen for you. 

Constantly help and stimulate these brokers with selling help of 
all kinds—-new facts, mailing pieces, personal visits, market letters, 
correspondence, AND BUYERS. 

Establish offices to which thousands of brokers are accustomed 
to turn when in need of listings for their prospects, or advice and 


aid in negotiations. 


It is our established relationship with the brokerage trade which qualifies Previews 
Incorporated to act as your Sales Manager on the larger properties. 


PREVIEWS INCORPORATED 
THE NATIONAL REAL ESTATE CLEARING HOUSE 
342 Madison Avenue, New York 


BOSTON 
50 Congress Street 


partment’s best salesmen. Here are in- 
dividuals who “have done it them- 
selves.” That, combined with the good 
effects of proper will servicing, con- 
stitutes a force that can do much to 
broaden the trust market for any corpo- 
rate fiduciary. 


Each individual who has his will “on 
file” with any given trust institution has 
contact with a host of new trust pros- 
pects. One or more other members of 
his family may have “money.” Then a 
business man has business associates. 
His partner should be a good prospect, 
even if, for convenience, he carries his 
checking account with some other bank. 
Counsel to his company is a lawyer 
whom it might be well to cultivate. Per- 
haps his life insurance agent has no 
good contact with the bank. 


Here is the old “endless chain” idea. 
It has worked effectively in industrial 
sales, why not with a trust department? 


PHILADELPHIA 
1518 Walnut Street 


LOS ANGELES 
111 W. Seventh Street 


Gifts to Charity Decline 


In the first six months of 1941, philan- 
thropic gifts and bequests in seven large 
cities fell to $43,051,198 from $45,927,457 
for the similar period of 1940, it was an- 
nounced recently by the John Price Jones 
Corporation, fund-raising consultants. 
Total gifts for the first six months of 1941 
were $32,899,380, compared with $35,980,- 
065 in 1940. Total bequests were $10,151,- 
818 as against $9,947,392 in 1940. New 
York led the seven cities in which the com- 
pilation was made, with gifts and bequests 
totaling $22,429,239 the first half of 1941, 
compared with $22,754,503 for the first half 
of 1940. The other cities, in order of their 
totals, are Chicago, Philadelphia, Boston, 
Baltimore, Washington and St. Louis. 

The fund-raising corporation’s statement 
adds that “it should be remembered these 
gifts do not include the many millions of 
dollars raised nationally by organizations 
throughout the United States for the re- 
lief of belligerent countries.” $34,272,350 
had been raised by such organizations from 
Sept. 6, 1939 through April 30, 1941. 








The editorial board which is supervising this section of the Magazine is 


composed of the following members: 


Richard A. Evans, Jr., Insurance and Pension Consultant 

Henry S. Koster, Director, Estate Analysis Company 

Earl S. MacNeill, Trust Officer, Continental Bank and Trust Company 

J. Seymour Montgomery, Jr., Member of the New York Bar 

George S. Vrionis, President’s Field Staff, Phoenix Mutual Life Ins. Co. 
All of New York City. 


Estate Tax Shrinkage 


Are Attempts to Minimize It Generally Futile? 


FRANKLIN W. GANSE 
Ganse-King Tax Service, Boston, Massachusetts 


a 4 HAT good does it do to take 
steps to save tax shrinkage for 
your estate or your beneficiaries when 
you have no guarantee that the govern- 
ment will not upset them tomorrow?” 
Wishing to check up on this “futility 
question,” I tried some time ago to get 
first some worth-while opinions. The 
following is copy of a letter which I sent 
to forty picked men of wide experience 
in these matters: 


The assertion is often made that it 
hardly pays to try to avoid inheritance 
taxes in advance, because steps that are 
taken under present laws, regulations, 
and decisions are more than likely to be 
upset by later changes. 


There is no doubt some truth in this 
general statement, but to my mind it is 
often made rather carelessly and not 
based upon facts or actual experience; 
for most of the changes emphasize the 


importance of the steps taken, instead of 
upsetting them. 

I am preparing an article on this sub- 
ject and write to ask you to give me 
your opinion on it, if you are willing, and 
especially any concrete information or 
any conclusion which you could reach 
based upon actual cases. 

The assembling of this information 
will, I hope, be of some value to those 
who are specially interested in available 
plans for the better distribution of their 
property to their beneficiaries. 

This letter is going to about forty trust 
officers, attorneys, investment counsel, 
and certified public accountants, most of 
them in Boston. 

If it is inconvenient to give details, 
your general opinion based on experience 
will help. You will not be quoted and 
the result will be sent to you. 


Twenty-six letters were received in 
reply as well as some calls and telephone 
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messages, so that I heard directly from 
thirty-one in all. From others of my 
correspondents I have received sugges- 
tions, mostly verbal, throughout the past 
months. I have had a good deal of cor- 
respondence regarding details, and con- 
sider the general result to represent an 
expert consensus. 


Answers to Four Questions 


HE answers cover, with many var- 

ieties of expression, these four ques- 
tions, and were as indicated under each 
question: 

Q. 1. Have many of the plans former- 
ly available for reducing inheritance 
taxes been eliminated? 

A. Yes, practically unanimous, some 
referring to statutes, cases, etc. 

Q. 2. In spite of the constant imposi- 
tion of new restrictions, are there still 
many opportunities which the estate own- 
er is apt to neglect for reducing shrink- 
age by such taxes? 

A. All but one answered Yes, with 
many qualifications, ‘such as, “But hard- 
ly worth while.” “Follow changes,” 
“By revision of wills mostly,” “Insuffic- 
ient attention by many,” “On reduced 
basis,” ‘Generally advantageous,” “Most 
people of means are tax conscious to a 
degree but are ignorant of technicali- 
ties.” 

Q. 3. Are most of the exemptions 
which were available twenty years ago 
still allowed? 

A. All but one of those who answered 
said Yes. On conferring with some 
who did not answer, I think that the 
consensus is that many of such exemp- 
tions are still available, but not most. 

Q. 4. Are many of the plans which are 
no longer available those which savored 
of tax dodging? 

A. All of the answers were in the af- 
firmative. Others think that the gov- 
ernment tries to withdraw exemptions 
whenever it finds that they are frequent- 
ly used. 

It seems futile to use tax-dodging and 
doubtful plans in connection with estate 
protection. While a very technical de- 
fense may be successful against tempor- 
ary (yearly) taxes, it seems poor pol- 
icy, to say the least, to rely on any ex- 
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emption from inheritance taxes other 
than such as are approved at present by 
the taxing authorities and seem likely 
to remain good for some time to come. 


Comment 


HE following quotations bear upon 

one or more of the four questions: 
“Reservations, perhaps encouraged by 
decisions in lower courts, have upset 
many plans which would have been suc- 
cessful if made outright. Attempts to 
reserve income, rights of reverter, or 
right to revoke trusts, are common illus- 
trations. Outright transfers are still 
exempt for the most part.” 

“Intelligent and lawful estate planning 
has greater possibilities than most law- 
yers and investment managers admit.” 

“Much can be done to produce less 
shrinkage by study and care, but it is 
dangerous to make arrangements that 
cannot be modified later to meet changed 
conditions.” 

“A careful study of our tax laws and 
decisions will reveal much that can be 
done permanently in saving inheritance 
taxes.” 


I think a fair statement of the posi- 
tion of the great majority of these ex- 
perts is shown by the following answer 
to the question which heads this article: 
“Plans should be used which are good 
today and which probably or even poss- 
ibly will be good when the estate is dis- 
tributed, even though they cannot be 
guaranteed.” 


Effect of Changes on Plans 


F we recall some of the changes of 

recent years, and their effects, will it 
not help us to the right attitude in this 
matter? The following are those which 
I have encountered in my experience: 


Gifts made subject to tax in 1982. 
This change only proves the wisdom of 
having made non-taxable gifts before 
the law went into effect. It did not up- 
set any such action. 


Reservation of income made gifts in- 
complete. Legislation and decisions to 
this effect should have been anticipated, 
and gifts with strings attached to them 
should never have been relied upon. 
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These changes were not generally re- 
troactive. 


Certain gifts called ineffective because 
made in “contemplation of death.” The 
position taken by the Supreme Court in 
this matter and followed by regulations 
has undoubtedly upset the validity of 
many gifts. However, it is compara- 
tively easy in many cases to show a “life” 
reason for making gifts, such as low- 
ering of income taxes, providing chil- 
dren with regular incomes, etc., and the 
taxation on this account of gifts made 
more than two years before death has 
been unusual. 


Gift tax exemption reduced from $50,- 
000 to $40,000. The additional exemp- 
tion was or could have been used by 
many in anticipation of the change 
which did not affect gifts made before 
that date. 


Gift tax exclusions reduced from $5,- 
000 to $4,000 each. This change did no 
harm to exclusions which had already 
been used and only interfered to the ex- 
tent of $1,000 per year each in programs 
involving the use of annual gift exclu- 
sions. 


Annual gifts not exempt from tax if 
made toa trust. This change was a hard 
one, and it sems that the government’s 
point could have been made without deny- 
ing the exclusion to gifts in trust. If 
continued in force, this change is really 
harmful, although it does not affect gifts 
made in trust before its passage. 


Specific estate tax exemption reduced 
from $100,000 to $50,000 and then to 
$40,000. The cutting down of the spec- 
ific estate tax exemption has left 
large amounts taxable which were for- 
merly free. The very much higher rates 
give large estates a greater saving on an 
exemption of $40,000 than they formerly 
had on one of $100,000. This change is, 
in general, not one which upsets plans 
because the exemption only operates 
when the estate comes to be adminis- 
tered and is not usually involved in an 
advance plan. 


Insurance Angles 


I IFE insurance over $40,000 subject 
4 to estate tax if insured pays prem- 


iums. This change undoubtedly upsets 
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many plans and will cause loss to many 
estates since in very many cases the 
beneficiary may be unable to pay prem- 
iums. 

Gift of life insurance by assignment 
does not make it exempt from estate 
tax. If this change holds good when 
tested in the courts, it will upset many 
plans; though the fact that it is not 
retroactive where the beneficiary is able 
to pay the premiums will eliminate harm 
in many cases. 

Possible reverter of life insurance to 
insured’s estate is an “incident of own- 
ership.” This provision affects many, 
if not most, policies which total in excess 
of the $40,000 exemption but seems com- 
paratively easy to remove. 

Single premium life insurance issued 
with annuity and without evidence of 
insurability is not part of $40,000 life 
insurance exempt from estate tax. Many 
such policies, perhaps most, have been 
purchased by wealthy persons and were 
in excess of the $40,000 exemption. If 
within that amount, the change is up- 
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setting, though since the Supreme Court 
ruled that such policies constitute an in- 
vestment rather than insurance, it may 
be that later rulings or decisions will 
permit their exemption from estate tax 
by assignment. 

As stated above in my letter, ‘‘Most 
of these changes emphasize the impor- 
tance of the steps taken, instead of up- 
setting them.” 


Plans Always Guaranteed 


ANY steps in this general direc- 

tion are fundamental and will ef- 
fect their purpose almost without ques- 
tion, such as: 


The use of life insurance that is clearly 

exempt 

The provision of liquid funds for in- 

heritance taxes 

Estimating inheritance taxes in ad- 

vance and making sure of a residue 

Making periodical tax-exempt gifts 

Using the low gift-tax brackets 

Making sure that the gift tax exemp- 

tion and the life insurance exemp- 
tion are available 

Legitimate savings in view of pending 

legislation. 

An important consideration is that 
most of these steps will not in any cir- 
cumstances increase estate shrinkage or 
do harm in any other way, so that even 
if some of them are upset, the estate will 
not be any worse off. In fact, many 
such plans could be upset and yet would 
still have resulted in large savings in 
income taxes during the life of the pres- 
ent owner. Expenses of administration 
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and state inheritance taxes may also 
have been materially reduced. And such 
changes frequently open up new exemp- 
tions. 


This study does not claim to be ex- 
haustive. It is at least candid, for I 
have not left out any change of the last 
few years which I think of, nor because 
it does not fit my sincere belief that a 
great injustice is done by anyone in 
authority who uses the “futility ques- 
tion.” 


In one case that I know of, the estate 
owner repeated the question as having 
been asked him by his attorney. When 
he was asked which one of several such 
steps, taken within the last sixteen years, 
had been upset, he was surprised and 
glad to learn that all of these, involving 
savings of many thousands, were still 
good. The very high federal estate taxes 
which are about to be passed will more 
strongly emphasize the need for making 
such savings in all legitimate ways. 


Gifts, which completely divest all in- 
terest of the donor in the principal or in- 
come and make no contingencies depend- 
ent upon the donor’s death, are still avail- 
able as means of minimizing income and 
death taxes. Such gifts made in trust 
may not; only effect savings for the donor 
and his. estate but may effect material 
savings at the time of decease of the life 
tenants. 


The difficulty and troubles in the past 
have been in attempting to hew too close 
to the line. A donor should not attempt 
to reserve as many rights, powers and 
privileges as possible but should rather 
make his gift as clean and complete as 
possible. Where that procedure has been 
followed no difficulty of importance has 
been encountered. 


Life Insurance Sales up 18% 


Sales of ordinary life insurance in Canada 
and Newfoundland continue to increase. A 
gain of 18% is shown in the total sales in 
June compared with last year. The figures 
cover new settled-for, ordinary insurance 
and are based on the experience of 18 com- 
panies representing 85% of the new ordin- 
ary life insurance in Canada and New- 
foundland. 
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T. Mortimer Plumb—Financial Biography 
of a Rising American 


Chapter 2: The Creation of an Immediate Estate* 


RICHARD A. EVANS, JR. 
Insurance and Pension Consultant, New York City 


NACHRONISTIC as it may seem, 

Mortimer Plumb is thirty years old 
this month. Time has erased that peace 
of mind he endured at age 25. He is 
newly married. On the other hand, his 
brother has finished college and no long- 
er needs financial assistance, as he has 
a job away from home and is supporting: 
himself. Mortimer and his wife are 
living with his mother. 


Without further fanfare we will state 
his present economic status. His posi- 
tion with the chemical company has been 
elevated; he is now making $75. a week 
and is entitled to participate in the com- 
pany’s group life insurance plan. The 
company makes a gift of the first $1,500., 
and Mortimer has exercised his right 
to take an equal amount to bring his 
total group insurance to $3,000. He is 
also covered under the accident, health 
and hospitalization policies of the com- 
pany, upon which his total monthly pay- 
ment is $3.80. 

Several years ago Mortimer’s college 
room-mate caught him unawares and 
sold him a $2,000., 20-payment-life pol- 
icy. (We will fix this fellow later.) 
These two policies, together with the 
$10,000 acquired on page 46 of the July 
issue, make a total insurance estate of 
$15,000. Mortimer has added $300. to 
the original acquisition of $3,200. in de- 
fense bonds, which have increased in re- 
demption value by the accumulated in- 
terest.** The mortgage on the home re- 
mains at the same level. 


*Continued from July issue, page 43, in a series 
of articles which will cover the most frequent 
problems of estate planning. 

**Thanks to our observant reader, no interest 
loss is sustained if purchase is made in large 
denominations, as indicated in the previous article, 
and partial redemption is obtained. 


Until a year ago, Mortimer was a sub- 
scriber to his company’s stock purchase 
plan, on a salary deduction basis. He 
now has four shares fully paid for, with 
a current market value of about $200. 
each. Matrimony has caused a tempor- 
ary abandonment of the scheme. The 
savings account has not changed mater- 
ially. It was up fairly well but the 
honeymoon fixed that situation. Present 
status: $1,640. 


Division of Insurance Income 


E find Mortimer back counseling 

with his insurance agent, Mr. Lee, 
with the feeling that some division of 
the insurance proceeds should be made 
between his mother and his wife. He is 
at a loss as to how to approach the prob- 
lem, but ventures the suggestion that 
perhaps $5,000. to his mother and 
$10,000. to his wife is about right. Af- 
ter bringing himself up to date on Mor- 
timer’s, financial situation today—his in- 
come, real and personal property, and 
life insurance, Mr. Lee suggests that per- 
haps the best way to approach the prob- 
lem is not the simple division of capital 
but the establishment of minimum in- 
come objectives for both his mother and 
his wife. Mortimer figures that his wife 
would continue to live with his mother 
(they’re great pals now), but that she 
ought to have enough to get along on 
independently; that his mother could get 
along on considerably less because she 
would always have the home on which 
the mortgage and maintenance are very 
small. 

Mr. Lee recommends that, upon Mor- 
timer’s death, his mother ought to have 
at least $50. a month for life, and his 
wife $164. a month for two years, and 
then $100. a month for life, plus a lump 
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sum of $1,500. for a clean-up fund. 
Mortimer balks at the higher amount for 
the two years, because he thinks the cost 
would be more than he could afford, and 
besides consideration should be given to 
the rest of his estate. 


Mr. Lee counters with the assertion 
that a continuation of Mortimer’s orig- 
inal plan of saving about 12% of his in- 
come in insurance would, on the basis of 
his present salary, accomplish these ob- 
jectives. Mortimer remarks that it’s dif- 
ficult to tell whether he can do this be- 
cause his new budget has not leveled it- 
self out. Mr. Lee tells him he has been 
married 18 years and his hasn’t leveled 
out yet, and Mortimer reluctantly re- 
signs himself to this possibility. Mr. 
Lee points out that the best solution most 
men seem to have evolved is to establish 
certain basic and necessary fixed costs 
which must be met first, the residue (if 
any) being apportioned to what the fam- 
ily wants and can do with it, and per- 
sonal life insurance being usually in- 
cluded in the fixed cost bracket. 


What About Inflation? 


ANNILY, Mortimer suggests that 

inflation seems to be weighing more 
heavily these days; what about it in re- 
gard to life insurance? To this Mr. 
Lee answers: “If we have uncontrolled 
inflation, then regardless of what you do 
with the invested dollar, none of it’s any 
good—the tin can in the back yard is 
worth more than the money in it. If 
we have a serious form of inflation and 
little control over purchasing power, 
then the insurance dollar is inadequate 
to meet the needs of the decedent’s 
family; consequently it is required more 
than ever. Compare the dollars paid in 
premiums and the dollars paid as a 
death claim. It is impossible to con- 
ceive that this second form of inflation 
could exceed the ratio of premium dol- 
lars to death claim dollars. If a mild, 
controlled inflation occurs, the need for 
family support is still there and the liv- 
ing standard calls for only minor adjust- 
ments; besides, the income from insur- 
ance usually carries through several gen- 
erations and the rise and fall of con- 
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trolled inflation and deflation will bal- 
ance out over long periods. 

“You, Mortimer, like many others, 
have recently had a raise in salary. 
Every dollar diverted into savings and 
away from the purchase of consumer 
goods is a curb on inflation. Every 
means of storing up funds for future 
spending is—according to economists— 
aiding the fight against inflation.” 


The Program 


ORTIMER suspiciously neither 

agrees nor disagrees, but allows 
that it might be interesting to see what 
can be accomplished on the 12% figure 
(or $468). So Mr. Lee evolves the fol- 
lowing program: 


For Mortimer’s wife— 


$1,500. cash (clean up) 

$164. per month for two years 
then 

$100. per month until 1961 
then 

$12,000. in cash 
or 

$50.* per month for life (she will 

be 46 at that time) 


For Mortimer’s mother— 


$50. per month until 1951 
then 
$5,000. cash 
or 
$32.50 for life (she will be 67 at 
that time) 


Or for Mortimer at 65, in lieu of the 
above benefits for wife and mother— 


$9,893. cash 
or 
$66.70 for life — 


The above recommendations include 
$5,000. new ordinary life insurance with 
a family income rider and the addition 
of a family income rider of $9,500. of 
the existing $10,000. This requires an 
additional premium of $195. which, add- 
ed to the $296.50** Mortimer is already 


*Increase if Mortimer’s death takes place after 
these beneficiary ages. 

**$226 for the $10,000; $60 for the $2,000, 20- 
payment life; $10.50 for the group insurance. 
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paying, will make the total $20. in ex- 
cess of the 12% figure. However, if the 
20-payment-life policy is converted in the 
same company to ordinary life, there will 
be a reduction of $20. in annual outlay. 
Since family protection is the preemin- 
ent consideration at this stage, the pur- 
chase of high premium forms such as 
20-pay-life is, in any event, open to 
criticism. 

If Mortimer’s mother should prede- 
cease him the contingent beneficiary of 
her portion is his wife, if living, other- 
wise his children equally per stirpes; if 
no children then to his brother. The 
contingent beneficiaries of his wife’s por- 
tion are his children equally per stirpes, 
at the rate of $50. per month each until 
age 25 when the whole would vest in 
the children equally; if no children, then 
to his mother and brother or the sur- 
vivor of them. 


Will Revision 


HEN the details of the insurance 

are completed, Mr. Lee suggests 
that Mortimer’s will should be altered 
now that he has acquired a wife. Mr. 
Brown (the attorney) listens carefully 
to a rehearsal of the financial status and 
the insurance program that has been 
evolved, but not yet adopted, and in- 
quires whether Mortimer has come to 
any decision as to the division of the 
property to pass under his will. Morti- 
mer suggests that due to the proposed 
insurance distribution he would like to 
have his wife and mother share equally 
in the total amount of less than $6,000 
The terms of distribution are designed 
as follows: after debts and expenses, one 
half to Mortimer’s mother and one half 


to his wife; in the event either should. 


predecease Mortimer then such contin- 
gent distribution to follow the pattern 
outlined for the life insurance. 

Mr. Brown suggests two alternatives 
for an executor. Name the younger Mrs. 
Plumb together with the bank or a re- 
sponsible individual having an interest in 
the family. Explaining the duties of an 
executor and his fees, he points out the 
advantage of a bank executor because 
of its continuing existence, whereas an 
individual might not be available when 


THE LAST 
OF 
THE DUTCH PATROONS 


Wrote a letter in 1824 establishing what 
is now the oldest school of science and 
engineering in any English speaking 
country. He wrote, “I am establishing a 
school to promote the application of science 
to the common affairs of life.” His vision 
was that of a wise man desirous of bene- 
fitting the future of his country. Inciden- 
tally, he established a great monument to 
his name. Others have built as parts of 
it great monuments to loved ones that will 
endure longer than any other kind of 
memorial. 


The perpetuation of a name is best accom- 
plished by linking it with education. 
Rensselaer Polytechnic Institute, of Troy, 
New York, will be glad to advise how 
your name may most usefully become con- 
nected with an enduring, effective educa- 
tional undertaking. 


needed, and its greater facilities for giv- 


ing financial advice. On the other hand, 
the advantages of a responsible friend 
to advise and counsel with his wife on 
personal matters should be considered. 
Mortimer says he will have to think that 
over; besides, would the bank be inter- 
ested in such a relatively small amount? 


The question then comes up as to 
whether the beneficiaries should receive 
their bequests outright or in trust. Mr. 
Brown admits that it is advantageous to 
establish a flexible trust for the mother 
and wife whereunder the income would 
be paid to them and such part of the 
principal as should be necessary for their 
proper maintenance and comfort — the 
trustees to be the judges. But this raised 
the problems of investing and adminis- 
tering a small amount of money in a 
trust fund. 


The Common Trust Fund 


ORTIMER asks Mr. Brown if he 
is familiar with the “common trust 
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fund” plan offered by certain banks, 
about which he has read in a pamphlet. 
Considering the idea to have merit in 
small estates, the lawyer suggests that 
perhaps a more detailed discussion of the 
plan should be had with Mr. White, the 
trust officer. 


Mr. White, interested in taking care 
of Mortimer’s small account because of 


the expectation that Mortimer, an able 
and ambitious young man, may eventual- 
ly accumulate a much larger estate, ex- 
plains the “common trust” idea—a mech- 
anism for pooling the funds of small 


trust accounts. It sounds convincing to 
Mortimer, and he allows as how the bank 
should be able to do the best possible in- 
vestment job. 


With the investment problem out of 
the way, Mr. White tells Mortimer that 
he could have his flexible trust in the 
will, which would act as an “anchor to 
windward” for his wife and mother— 
if we get that moderate type of infla- 
tion called “rise in the cost of living,” 
or if unforeseen emergencies should 
arise. If principal is needed the bank 
as trustee would simply surrender one 
of the participating units in the com- 
mon trust fund, and pay out the cash. 


A Life Insurance Trust? 


HE insurance plan outlined for him 
by Mr. Lee is then brought up by 
Mortimer, and the use of the optional 
settlements offered by the insurance com- 
pany is discussed at length. Being in 
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the business of administering trusts of 
life insurance proceeds as well as other 
property, Mr. White explains the life 
insurance trust with the bank as trustee, 
but does not recommend it at this time. 
Because of the small amount of life in- 
surance proceeds, and of the family es- 
tate as a whole, Mr. White says that it 
would be necessary to use principal each 
month in order to provide Mortimer’s 
wife and mother with their required 
minimum life income. In any case where 
principal is continuously expended it is 
essential that it should not be exhausted 
while the beneficiary still lives. The 
only financial mechanism assuring this 
is an annuity option offered by insur- 
ance companies. By its terms principal 
and interest are scientifically spread 
over the entire lifetime of an individual. 


Foreseeing the administrative prob- 
lems of handling a trust of such small 
size and extensive requirements, even 
though the investment problem could be 
solved through using the common trust 
fund, Mr. White, agrees to Mr. Lee’s 
plan for the life insurance. Moreover, 
there is a certain amount of flexibility 
which can be obtained through properly 
planning Mortimer’s will. Mr. White 
emphasizes, however, that Mortimer re- 
view his insurance problem periodically 
for under the insurance company option- 
al settlements Mortimer is prescribing 
a rather rigid plan of distribution for 
many years into the future. 


* * * 


O now we have Mortimer with much 

on his mind: an insurance proposal 
which requires additional premiums, not 
entirely convinced that it’s wise in the 
light of all the inflation talk; whether 
to name the bank or Mr. Brown as ex- 
ecutor of his will; whether to use the 
“common trust fund.” Granted, Morti- 
mer at this stage does not have a great 
deal of property, but he wants to do the 
best he can. What should he do? 


Perhaps you have a better idea for a 
solution to his problems—we’ll be glad 
to listen! 
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Trusts to Meet Future Needs 


Drafting Liberal Investment and Disbursement Clauses 


MERRITT H. PERKINS 
Assistant Trust Officer, Colorado National Bank, Denver 


HE problems of increased taxation 

and lowered income will continue as 
problems of the future and their forms 
will be various. It follows that the es- 
tate plan of today which makes adequate 
provision for meeting the problems of 
tomorrow cannot itself be fixed and per- 
manent in its form; it must be resilient, 
flexible and subject to adjustment as 
time and circumstances may require. 
The device most likely to supply these 
qualities is the trust. If properly drawn, 
it may’ provide a means whereby the 
remainder benefits of a present estate 
are made available for future use as 
shall seem wise in the light of future 
circumstances and with possible saving 
in taxes. 


In achieving this purpose the use of a 
special power of appointment is essential. 
This power of appointment serves the 
two-fold purpose: (1) of providing flex- 
ibility in the future distribution of re- 
mainder interests and (2) of lessening 
the succession tax burden, at least under 
the law as it now stands generally. 
Through its use the ultimate disposi- 
tion of the remainder estate will be made 
more realistic with reference to the act- 
ual future needs and, at the present time, 
under the Federal Revenue Act and 
under the tax laws of about two-thirds 
of the states, property passing under the 
exercise of a special power of appoint- 
ment will be taxed only on the death of 
the original donor. 


Allow for Investment Opportunities 


Investment powers of the trustee must 
be broad in the trust of the future. Per- 
haps, in the field of investment at least, 
the trustee of the future should be auth- 
orized to do his job unhampered by reg- 
ulation or other standards except those 
of integrity and reasonable prudence. 


From address before 19th Pacific Coast and 
Rocky Mountain States Trust Conference, Aug. 6. 


In these days we hear frequent refer- 
ence to old-style or conventional trusts, 
and criticism of their operation. Their 
chief fault is that they are rigid: they 
were drawn in times when trust invest- 
ments would yield four, five and six per 
cent with reasonable certainty and the 
economic life of trust beneficiaries was 
adjusted to the scale. The trustor could 
plan the administration and distribution 
of his estate with fair assurance. To- 
day his emphasis should be on creating 
a medium through which his trustee— 
his personal confidential representative— 
may adjust the use of his property to 
the fulfillment of a general plan as the 
unknown hazards of the future will best 
allow. 


The very life of a capitalistic democ- 
racy depends on its economic movement 
and growth, on its creation of new mar- 
kets and new wealth, on its improvement 
of the life-standards of its people. Basic 
industries are being and will be re-or- 
ganized and new industries will arise 
whose securities, currently non-produc- 
tive, will represent sound values by every 
test save that of the rate-book and be 
free of speculation. Some of these will 
meet the test of prudent investment even 
in trust accounts; but their use, to be 
allowable, must find sanction within the 
terms of the trust agreement. 


Another field of trust investment 
which will have wider use in the future 
is the common trust fund, not now rec- 
ognized by the trust laws of many states 
and too infrequently included in agree- 
ments which extend the “legal’’ list. 
Here again the business judgment of 
the trustee in meeting the economic fac- 
tors of the future must be allowed to 
function. 


Basis of Disbursement 


Closely allied to the problem of proper 
investment is the matter of proper trust 
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disbursement. If the net corpus of the 
estate, present or reasonably prospective, 
is insufficient to allow of temporary sus- 
pension or reduction in income and still 
meet the primary purposes of the trust, 
a more flexible plan of disbursement is 
required. Consideration may then be 
given to the family or fixed-payment 
type of trust. 


There is variety in the form of fixed- 
payment trusts: (a) there is the mini- 
mum income plan under which the per- 
iodic payments to the preferred bene- 
ficiary are expressed in definite dollar 


Above is a corner of the reference 
library in the new and enlarged trust 
quarters of the First National Bank of 
Atlanta, Ga. The volumes on _ the 
second shelf from the top (you'll have 
to take our word for this) are identified 
as Trusts and Estates. 
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amounts, perhaps keyed at first to the 
prospective income of the trust but with 
provision for the invasion of principal 
as may be necessary to enhance a les- 
sened income return; (b) there is the 
percentage plan under which payments 
are based on a percentage of principal 
without reference to actual income rates, 
even to permitting principal, in part at 
least, to remain uninvested if current 
income does not justify purchase of 
securities; (c) there is the plan for per- 
iodic invasion of principal, on a pre- 
scribed basis, as may be found necessary 
to meet the needs of the life tenant; but 
all of these plans, and their variations, 
point to a new emphasis on the use of 
the trust primarily for the certain bene- 
fit of immediate and preferred benefic- 
iaries, with the rights of remainder-men 
held somewhat in abeyance to await the 
fortunes of the future. 


These trends are significant: (1.) 
There is a trend towards placing the 
costs of trust administration, in part at 
least, on the remainder interests: this 
in recognition of lessened income return 
to the life-tenant and in compensation 
for service actually rendered to the suc- 
ceeding estate; (2.) There is a trend 
towards more elastic provision for trust 
disbursement and towards broader in- 
vestment power in the trustee, a trend 
which is evident in a legislative tend- 
ency in recent years either to enlarge the 
“legal” field or to adopt in some form 
or variation the Massachusetts rule of 
prudent investment; and (3.) There is 
a tendency on the part of the courts in 
many jurisdictions towards a more lib- 
eral interpretation of trust provisions to 
the end that their evident basic purposes 
may be fulfilled in spite of uncertain ex- 
pression. 


Title Applications Increase 


The largest number of title applications 
since 1931 is reported for the first six 
months of this year by the title insurance 
department of the Land Title Bank and 
Trust Company of Philadelphia, exactly 
50% greater than for the corresponding 
half of 1939. 
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ESTATE PLANNING 


Trends in Estate Planning 


ORPORATE vs. Partnership Form: 

—Is the trend to the corporate form 
of organization for a business enterprise 
about to be reversed to the partnership 
or proprietorship form? When the cor- 
porate entity came into legal existence 
it was not long before taxing authorities 
seized on it as a separate tax entity. 
As a result we have the corporation prac- 
tically taxed out of existence—and all of 
this before the owner-stockholder starts 
paying his personal taxes on what is left 
of earnings and profits. 

It is a matter of simple mathematical 
calculation for a business man to deter- 
mine the tax difference between his busi- 
ness as a corporation and as a partner- 
ship. But if the partnership is the most 
economical, as may be found in many 
cases, it may not be so simple to make 
the change over. To begin with, it would 
not be practical to run a partnership un- 
less there exists a small number of own- 
ers. 

Then we know that one of the princi- 
pal motivating factors for the corporate 
form was the desire to limit the personal 
liability of the owner. But this of itself 
should not prove a stumbling block, as 
there are many forms of insurance today 
that can relieve the owner of unprotected 
risks. 

Of more immediate concern is the 
“bugaboo” of taxation. If a corporation 
is to be liquidated and its business taken 
over by a partnership firm, there is the 
matter of possible capital gains and 
liquidating dividends that are subject to 
tax. This does not hold true for every 
case but it is a factor that must receive 
serious consideration. 

If the partnership form of doing busi- 
ness is, as many believe, in the best in- 
terests of the public and business wel- 
fare, Congress and taxing authorities 
should take cognizance of this situation 
and encourage the change over by remov- 
ing the tax disadvantage of bringing it 
about. Agitation for this is under way, 
and at such time as we get sound tax 
reforms, this point may be included. 


Estate planning must also advance 
with the times and develop new meth- 
ods of dealing with the estate transfer 
and disposition of partnership interests. 
There is much to be done here, for the 
usual solution of “liquidating the part- 
nership” cannot be universally applied 
if the partnership form of organization 
becomes the rule rather than the excep- 
tion. 


* * * 


Life Insurance—A “Capital” Invest- 
ment:—It is probably true that most 
men carrying life insurance consider 
their premiums as an “expense” to be 
paid out of current income. This is an 
economic “untruth” probably brought 
about through family budgeting in early 
years and insurance salesmanship applied 
to the days of estate creation.. Also, on 
the ordinary type of life insurance, pre- 
miums are paid annually, and as a 
“must” payment they get classified un- 
der “expenditures out of current in- 
come.” 


The extent to which current annual in- 
come exceeds current disbursements for 
living costs, necessities and luxuries, 
represents what is known as “surplus 
annual income.” As it is not spent it 
becomes capital. Unless we are so for- 
tunate as to inherit capital, this is the 
method available to us to build our es- 
tates. 


Life insurance policies supply capital 
in two forms: current capital, repre- 
sented by cash values, and future es- 
tate capital by means of the difference 
between current cash values and the face 
amount of the policy—the actual insur- 
ance capital at risk. Part of each pre- 
mium is credited to the current cash 
value account and the balance applied 
to defraying the mortality and other 
costs of the insurance capital at current 
risk. Also at work within the policy is 
the cash value earning power represent- 
ed by the interest rate of the reserve 
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base used by the insurance company in 
calculating premiums. 


So the thing we are investing in when 
we take out a life insurance policy is 
capital. And to get it we deposit capital 
in the form of premiums. When the in- 
sured pays a premium and does not end 
up his year with a deficit in his income 


account, he has had surplus income to. 


the extent of his premium and has 
credited his capital account, present or 
future. Investing in life insurance, 
therefore, represents a shifting of capi- 
tal from one pocket to another. This is 
much more apparent to a man when he 
takes out a single premium life insurance 
policy. Here he makes one deposit and 
has a “paid-up” investment, just as when 
he buys a bond. In such case he appre- 
ciates the fact that he has made the de- 
posit, or payment, out of his capital. 


If life insurance were given its just 
economic due in estate planning, it is 
obvious that a much more scientific re- 
sult would be attained. 
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Separation of Federal and _. 
State Tax Fields 


The “muddling through” policy that has 
been characteristic of Federal-State tax re- 
lationships results in multiplication of ad- 
ministrative costs, puts many States into 
financial difficulties, and blocks the devel- 
opment of a rational tax system, according 
to a recent study made by the Conference 
Board on “Essential Facts for Fiscal Pol- 
icy.” 

The study points out that in a time of 
fiscal pressure caused by war or some other 
emergency, conflicting State and Federal 
taxes become a source of fiscal weakness. 
The Federal Government’s program for fi- 
nancing national defense is already en- 
croaching on many of the state’s sources 
of revenue. The list of taxes now imposed 
by the Federal Government and one or more 
states is long. The former has entered 
tax fields formerly reserved almost exclu- 
sively to the states and some states have 
imposed taxes formerly considered the pre- 
rogative of the Federal Government. In 
several instances new taxes have been im- 
posed on the same source of revenue by 
both jurisdictions. 

Solution to the problem should include 
some arrangement whereby general sales 
taxes on specific commodities would be lev- 
ied exclusively by the Federal Government 
and the revenue shared with the States. 
The personal income, corporation income, 
capital stock and estate tax fields should 
be divided between the Federal Government 
and the states, with the former levying ex- 
clusively on large taxpayers and the latter 
on small taxpayers, according to the study. 
The taxation of large incomes and estates 
exclusively by the Federal Government 
would largely solve the problem of inter- 
state competition for the domiciles of the 
wealthy. A moderate share of each of the 
Federal taxes on large returns should re- 
vert to the states. 


a 
British Insurance Increases Assets 


British life insurance has come through 
1940 with increased assets, increased pre- 
mium income and increased payments to 
policyholders, according to a recent report 
by the Institute of Life Insurance of Great 
Britain, based on final figures of companies 
representing 60% of life insurance in the 
United Kingdom. Payments to _ policy- 
holders and beneficiaries were 19% higher 
than in 1938 and 2% above 1939. 





Facilitating Stock Transfers 


New Law Designed to Prevent Delay and Expense 


HENRY PIRTLE 
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O far as legislative action can do so, 

the General Assembly of Ohio has 
abolished in many respects the judge- 
made law that a corporation should be 
trustee for the stock of its shareholders. 
The passage of Senate Bill No. 312* at 
the 1941 Session, intended to accomplish 
that result, was recommended by the 
Committee on Corporation Law to the 
Ohio State Bar Association. 


In Cleveland and Mahoning R. R. Co. 
v. Robbins, et al., Admrs. of Elias Tasset, 
35 Ohio State 483, 500 (1880), the 
Supreme Court of Ohio said: 


“The duty of a corporation toward 
those interested in the transfer of its 
shares of stock has thus been stated: ‘It 
is made the custodian of the shares and 
is clothed with power to protect the 
rights of everyone from unauthorized 
transfer. The power thus vested in 
the corporation is a trust placed in its 
hands for the protection of individual 
interests and, like every other trustee, 
it is bound to execute the trust with 
proper diligence and care, and is respon- 
sible for any injury sustained by its 
negligence or misconduct.’ (Lowry v. 


*Sections 8509-1 and 8509-2, General Code of 
Ohio. 


Commercial and Farmers’ Bank of Balti- 
more, Campbell’s Rep. (Taney’s C. C. De- 
cisions), 310. 


“In all such cases there may be no 
actual fault on the part of the corpor- 
ation, yet the principle results from the 
expediency, in such transactions, of cast- 
ing the loss on those who can best pro- 
vide against it...” (Italics supplied) 


The fallacy of Judge Taney’s reason- 
ing in the cited Lowry case (which has 
become the general American judicial 
doctrine) is exposed in Section 2 of 
Christy’s “Transfer of Stock.” As he 
points out, a corporation is properly 
merely a registrar of the ownership of 
its shares and the custodian of the trans- 
fer books. 


Hypertechnical View 


HE General Assembly endeavored to 

remedy this situation as to Ohio cor- 
porations by the passage in 1927 of Sec- 
tion 8623-33 of the General Corporation 
Act. The Committee on Corporation 
Law made a most extensive study of the 
entire problem for a period of over ten 
years. In its report to the Association 
in 1932, the Committee said: 
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“The purpose and intent of Section 33 

. should be made completely effectual 
by an amendment... to provide that a 
corporation may treat the person in 
‘whose name shares stand of record as the 
unqualified owner for all purposes not- 
withstanding such person is described 
in the certificate as a fiduciary, or the 
certificate shows some limitation or quali- 
fication of his ownership or rights, and 
that a corporation shall not be charged 
with notice, actual or constructive, of any 
trust, limitation or qualification of owner- 
ship, otherwise than by the order or de- 
cree of a court of competent jurisdiction 
in a suit to which it is a party. 


“The provisions of Section 33a should 
be carried into the amended section to 
leave it clear that a corporation may deal 
with any and every shareholder as 
though he was competent to act and be 
protected in so doing notwithstanding the 
shareholder is an infant or mentally in- 
competent... 


“The law (in England) was stated by 
Lord Coleridge in re Perkins, 24 I. B. D., 
613: 


‘It seems to me extremely important 
not to throw any doubt on the principle 
that companies have nothing whatever 
to do with the relations between trustees 
and their cestui que trust in respect of 
the shares of the company ... if we 
were to throw any doubt upon that rule, 
we should make the carrying on of their 
business by joint stock companies ex- 
tremely difficult, and might involve those 
companies in very serious questions, and 
the ultimate result would be anything 
but beneficial to the holders of shares in 
such companies.’ 


“Our American courts, not heeding this 
warning, have handed down decisions so 
confusing that a corporation to avoid 
liability must take a hypertechnical view 
of every question and be extremely cau- 
tious . . . a corporation should not be lia- 
ble as for participation in a breach of 
trust by reason of permitting a transfer 
of shares on its books, where the assign- 
ment was a breach of trust, unless it 
had actual knowledge at the time of 
transfer that a breach of trust was being 
committed and knowingly participated 
in it.’’* 


*Citing Christy, The Transfer of Stock 1. Scott, 
Participation in a Breach of Trust, 34 Harv. L. 
Rev. 454, 465, 481. 
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Scope of USTA 


HE Uniform Stock Transfer Act, 

adopted in Ohio in 1911 and applic- 
able only to stock of Ohio corporations, 
prescribes in Section 8673-1 that title to 
the certificate and to the shares repre- 
sented thereby can be transferred only 
by the delivery of the certificate itself, 
indorsed or assigned in blank or to a 
specified person, and 


“The provisions of this section shall be 
applicable although the charter or arti- 
cles of incorporation or code of regula- 
tions or by-laws of the corporation issu- 
ing the certificate and the certificate it- 
self provide that the shares represented 
thereby shall be transferable only on the 
books of the corporation or shall be regis- 
tered by a registrar or transferred by 
a transfer agent.” 


There is no conflict between Section 
8673-1 of the USTA and Section 5348-2 
of the inheritance tax law requiring the 
“waiver” or consent of the Department 
of Taxation in connection with decedents’ 
estates. The inheritance tax law does 
not provide that a certificate shall not 
be transferred as provided in the USTA 
but that the corporation “shall not trans- 
fer on its books or issue a new certifi- 
cate for any share or shares of its capi- 
tal stock” without such consent. The 
USTA effectively transfers title to the 
certificate and the shares represented 
thereby by assignment and delivery but 
the purchaser cannot secure a new cer- 
tificate nor have the title to his transfer 
registered on the books of the corpora- 
tion without the consent of the Depart- 
ment of Taxation where an estate of a 
decedent is involved. 


Section 8673-2 of the USTA provides 
that: 


“Nothing in this act shall be construed 
as enlarging the powers of an infant or 
other person lacking full legal capacity, 
or of a trustee, executor or administrator 
or other fiduciary, to make a valid in- 
dorsement, assignment or power of at- 
torney.” 


The General Assembly of Ohio has here- 
tofore adopted in the General Corpora- 
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tion Act and in the Probate Code vari- 
ous sections intended to cover the mat- 
ter expressly excluded from the USTA. 
The Bar Association’s Committee ex- 
pressed the opinion that the only appar- 
ent way to solve the problem would be for 
the General Assembly to pass a statute 
of general application which would in- 
corporate the principles of Section 3 of 
the Uniform Fiduciaries Act. Thus the 
matter would be taken out of the limited 
application of chapters on corporations, 
probate law, etc. and the new act could 
also correct such ambiguities, inadequa- 
cies, and absurdities as had crept into 
the statutes because of the piecemeal at- 
tack upon the problem. 


Need Not Inquire 
The new act provides that: 


“Such issuer need not see to the exe- 
cution of any trust, or the observance 
or performance of any duty or obligation 
of a holder of record of such securities 
or of any fiduciary or pledgee and it need 
not inquire or inform itself concerning 
the same.” 


This is substantially the provision of 
Section 3 of the Uniform Fiduciaries 
Act. 


When the Commissioners on Uniform 
State Laws recommended in 1922 the 
Uniform Fiduciaries Act for adoption 
by the several states, they said in ref- 
erence to Section 3: 


2. Corporations whose securities are 
registered in the name of a fiduciary. 
The present rule requires a corporation 
before registering a transfer of stock 
held in the name of a trustee to make an 
inquiry into the authority of the trustee 
to make the transfer. This requirement 
is seldom effective in preventing breaches 
of trust, but it always subjects the trus- 
tee to annoyance and delay and expense. 
The result is that trustees frequently 
either register stock in their own names 
without disclosing the trust, or register 
it in the names of their brokers, in order 
to avoid expense and red tape. This 
practice is obviously undesirable. Trust 
instruments sometimes provide that the 
corporation shall not be bound to exam- 
ine into the power of the trustee. In 
England, by statute, trustees are re- 
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quired to register stock in their own 
names withcut disclosing the trust. The 
act, by providing that the corporation 
shall not be found to inquire into the 
conduct of the trustee, and by relieving 
the corporation from liability unless it 
has actual knowledge of a breach of trust 
or acts in bad faith, facilitates the ad- 
ministration of trusts without endanger- 
ing the interests of the beneficiaries. ***” 


It was finally recognized after long 
study of the problem that the desired 
goal could be attained only by a separate 
act “to protect corporations, associations, 
and managers of trusts acting in good 
faith in the issue, ownership, and trans- 
fer of their securities.” 


Such issuers of securities so protected 
should include not only domestic enter- 
prises but foreign concerns to the ex- 
tent that securities issued by them are 
held of record by persons in Ohio or are 
held on deposit in this State. The term 
as defined by the statute includes specif- 
ically the transfer agents and registrars 
of the issuer and also depositaries for 
the securities. The latter are broadly 
defined to include all the securities known 
to business enterprises today, including 
securities which may be issued in a fiduc- 
iary capacity, such as voting trust certif- 
icates, land trust certificates, certificates 
of deposit of other securities, etc. 


Words of Limitation 


ENATE Bill No. 312 retains the cri- 
terion, established by Section 8673-3 
of the USTA, that the corporation is 
authorized to rely upon its books and 
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records for determination of the names 
of those entitled to receive dividends and 
to vote its shares and also for levy of 
share assessments. 


Words appearing on the books and rec- 
ords of the corporation or upon the secur- 
ities themselves which might be thought 
to be words of description, of limitation, 
or of qualification; reference to another 
instrument, reference to some fiduciary 
or pledgee or other relationship, shall 
not affect the right of the issuer to treat 
the legal title holder as actual owner. 
No notice or knowledge of infancy or 
incompetency, or lack of capacity in or 
authority of the holder of the legal title 
shall impair the right of the issuer to 
look to such legal title holder for exer- 
cise of the rights of a security holder. 

The act does not say how the “per- 
sons” who hold the corporation’s shares 
may exercise such rights but relegates 
them to existing law. The act does reg- 
ulate the method of transfer of securi- 
ties. So far as shares of Ohio corpora- 
tions are concerned, Section 8673-1 and 
other sections of the USTA will provide 
the procedure. That procedure will un- 
doubtedly also be applied to all other 
securities. The provision of the inheri- 
tance tax law requiring the consent of 
the Department of Taxation will con- 
tinue applicable. 


“Fiduciary” has been fully defined by 
the act to include all such relationships, 
private and public trusts as well as court 
trusts. The issuer may now recognize 
the fiduciary as the person entitled to 
exercise all rights of ownership as to 
share certificates issued in the name of 
the person for whose estate the fiduciary 
was appointed without the necessity of 
the prior issue of a new certificate in the 
fiduciary’s name. Transfer of the cer- 
tificate can await the necessary court 
action or other requirement but in the 
meanwhile the business enterprise and 
its security holders should be assured 
by the new act of fully qualified, complete 
participation by all registered holders. 


Good Faith Necessary 


HE act is specific in its recital that 
it may not be resorted to for en- 
larging the capacity, right, power, or 
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authority of the legal title holders of 
the securities as against any person 
other than the issuer of the securities. 
All laws concerning the settlement of 
estates or other rules governing the re- 
lations of fiduciaries, beneficiaries, cred- 
itors of estates and others continue as 
fully effective among such parties as 
heretofore. The act “shall not protect 
any issuer who participates with a fiduc- 
iary in a breach of his trust with knowl- 
edge of such facts that the action of the 
issuer amounts to bad faith.” The defin- 
ition of good faith is that, 


“A thing is done in good faith within 
the meaning of this Act when it is in 
fact done honestly, whether it be done 
negligently or not.” 


The same definition is found in Uniform 
Fiduciaries Act,* Stock Transfer Act, 
Bills of Lading Act, Sales Act, and Ware- 
house Receipts Act. 


A clause for protection of the issuer 
against charges of minor oversights is 
very far from an invitation to gross neg- 
The question of good faith is one 


lect. 
of fact, to be proved or disproved like 
any other fact. The court decisions upon 
this definition found in all the other 
Uniform Acts will be available as guides 
for the interpretation of the same clause 
in this act. 


Effect of Court Order 


HE act covers cases before they are 

brought into court or cases which may 
never come to court. Where the issuer 
and all other parties are before a court 
of competent jurisdiction the issuer can 
and will be protected by effective court 
order. The issuer is protected by the 
act only so long as it acts in the desig- 
nated cases and where a proper court has 
not intervened to protect the interest of 
some person not a holder of the legal 


*Adopted by fifteen States, including the large 
commercial states of Pennsylvania, Illinois and 
Indiana. Action similar to that proposed by Sen- 
ate Bill No. 312 was taken by the General As- 
sembly of the State of New York when (after a 
prior veto by Governor Al Smith of the UFA on 
other grounds) it adopted the recommendations 
of the New York Law Revision Commission that 
Section 3 of the UFA be expanded and adopted as 
an amendment to the New York General Business 
Law. (L. 1937, ¢. 344.) 
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title to the securities but who has some 
equitable rights therein. 


An order, judgment, or decree of a 
court or judge or of some administrative 
body or official* may restrict, suspend, 
or remove the capacity or authority of 
the registered holder of the legal title, 
and if a certified copy thereof shall be 
delivered to the issuer the later could 
not thereafter rely solely upon the act 
for protection. An illustration of the 
application of this clause is the case 
where the superintendent of banks takes 
possession of a bank for liquidation or 
reorganization. A copy of the superin- 
tendent’s order served on the issuer of 
securities would suspend the right of the 
issuer of securities registered in the 
name of such bank to permit such holder 
to transfer said securities upon the rec- 
ords. An “order” of the probate court 
appointing a guardian for an infant or 
an incompetent person who is the record 
holder of securities would, when served 
upon the issuer, restrict its right to 
recognize any transfers of such securi- 
ties except by such guardian. 


The new act applies to “securities now 
outstanding as well as to those which 
may be issued hereafter.” Any benefic- 
iary not satisfied with the registration 
of the securities in which he is interested 
can have them transfered out of the 
fiduciary’s name. He can always secure 
such protection as he desires by proper 
court order. 


As to Foreign Corporations 


HE benefits of this act are extended 

to foreign corporations and enter- 
prises as well as to domestic issuers, but 
should not be viewed as a provision to 
regulate the mode of transferring the 
shares of the foreign corporation.** Even 
as to shares of an Ohio corporation the 


*The word “official’’ is thought to be broader 
in its legal implications than had the word “offi- 
cer’’ been used in the act. 


**“The mode of transferring shares of stock and 
the validity and effect of transfers are governed 
by the laws of the state or country in which the 
corporation was created, although the transfer 
may be made in another state or country and 
both of the parties may reside there.***” 12 
Fletcher, Corporations, Section 5473. 
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mode of transfer is regulated by the 
USTA. The new act deals wholly with 
the subject of participation by a third 
party in breaches of trust by a fiduciary. 
If the State has such jurisdiction over 
the issuer of securities and/or a fiduc- 
iary in whose name the legal title is reg- 
istered and/or the beneficiary for whom 
such legal title is held in trust, the Gen- 
eral Assembly should be able to relieve 
such third party issuer from all respon- 
sibility for asserted participation by it 
in a breach of trust by such fiduciary, 
so long as such third party has acted in 
good faith. The act does not operate 
against foreign corporations. It is per- 
missive, a protection offered to them to 
be resorted to at their option. 


The act extends to foreign corpora- 
tions as issuers of securities only to the 
extent that securities issued by such for- 
eign corporations are held of record by 
persons in Ohio or are held on deposit 
there, jurisdiction being founded, in the 
former case, upon the maxim mobilia 
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sequuntur personam, and in the latter, 
upon the protection which the state ex- 
tends to the transaction. If beneficiar- 
ies are not satisfied with the regulation 
made by this act they should cause the 
beneficial interest to be registered in 
their own names, should withdraw the 
stock from deposit, or procure such court 
action proper in each case. 


No one should think from what has 
been said that the question is free from 
doubt.* It would seem, however, that the 
new statute should go far toward pro- 
tecting issuers of securities. It is hoped 
by the sponsors of the new act that the 
large transfer agents will be able to rely 
upon it to an extent not heretofore avail- 
able in the two cases named in relation 
to foreign issuers. 


The purpose of the act is to prevent 
litigation and disputes, and should be 
construed liberally. It should economize 
the assets of estates. Time, effort, and 
money spent in procuring many docu- 
ments and vexatious delays should be 
avoided. Marketability of securities 
should be enhanced and fiduciaries and 
beneficiaries should be better protected 
by being able to take advantage more 
readily of appreciating markets and to 
protect themselves more quickly in de- 


clining markets, now subject to serious 


danger from delay. 


*See Christy, “Transfer of Stock,’’ (2d Ed. 


1940), Sec. 232, p. 387. 


Trust Assets Rise in Massachusetts 


Trust department assets in Massachusetts 
rose from $1,172,323,859 on June 30, 1940 
to $1,186,699,509 on June 30, 1941 accord- 
ing to a recent aggregate statement issued 
by the State Commissioner of Banks. In- 
vestments in stocks which comprise ap- 
proximately half of the total assets, showed 
a rise of almost $30,000,000 over last year, 
whereas investments in bonds, exclusive of 
government, state and municipals, showed a 
corresponding decrease. The latter showed 
an increase of almost $9,000,000. The ag- 
gregate income of 47 trust departments re- 
porting on June 30, 1940 was $10,759,112; 
whereas 45 trust departments a year later 
showed a total aggregate income of 
$12,496,809. 
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Manufacturers Trust Takes Over 
Mortgage Corporation of New York 


The Supreme Court of New York has 
approved an agreement made by Superin- 
tendent of Insurance Louis H. Pink where- 
by the Manufacturers Trust Company will 
take over by merger the mortgage servic- 
ing contracts and trusteeships now held by 
the Mortgage Corporation of New York. 
Consummation of the merger now requires 
the approval of the respective boards of 
directors, consent of the stockholders of 
each corporation, and the approval of the 
Superintendent of Insurance and the Super- 
intendent of Banks. 

As of June 30, 1941, the Mortgage Cor- 
poration was acting as servicing agent or 
trustee under court appointment covering 
mortgages aggregating more than $150,- 
000,000. Manufacturers Trust Company is 
already handling a considerable volume of 
mortgage servicing contracts and trustee- 
ships and is therefore well equipped not 
only to take over the additional volume re- 
sulting from the proposed merger, but to 
increase the business. The combined ser- 
vicing business and trusteeships of the two 
companies will place the Manufacturers 
Trust Company in the front ranks of those 
organizations handling this type of busi- 
ness. 


Mutual Savings Bank Accounts 
at New High 


Mutual savings bank accounts, as of July 
1, 1941, touched a new high, bringing the 
total to 15,906,157, an increase of 281,717 
accounts during the first six months of the 
year. The course of mutual savings bank 
assets also continued upward, the total of 
$11,938,263,612 showing an increase of 
$18,968,400 since December 31. However, 
deposits at $10,606,223,748 showed a de- 
cline of $11,534,873 from the total six 
months ago. 

Mutual savings banks, which operate in 
17 states, continue to hold almost one-sixth 
of American bank deposits. The steady 
flow of small sums into the banks was con- 
sidered gratifying, when the public is in- 
vesting such a large part of surplus funds 
in Defense Savings Bonds. Mutual savings 
banks distributed $32,000,000 of the bonds 
in the first two months that they were avail- 
able. 

The effect of low money rates was shown 
by the 1.90% average of mutual dividends 
for the 17 states. 
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SUBJECT: VACATION SCHEDULES AND 
PERSONAL TRUST Hecwt tech 


Vacations are es. for every one----but Trust work never 
takes a holiday and cus rs cannot be pes cmnelngeminet: Sc thls thoug] 
Some of your key people are away. . 


Yet it 1s sometimes difficult to prevent Shevirttba of 
services when all the work incident to Trust Accounting is handled 
in the traditional manner, The same thing is true when unforeseen 
absences occur and when there is an unexpected surge of works to 


great many banks have found that this re 
problem Pe Siatetaet by the installation of IBM Electric " 
Account Systems, True, this was not the primary reason. 
just another of the many accruing advantages of a system = te 
operayeae to a routine that “— one familiar wi — 
carry out, 


Wherever Personal Trust and other bank accounting 
a ched card basis, vacation schedules do not seriously 
teriane regular, even flow of work. All who are accustomed to 
working with punched cards can perform all functions and no one is 
restricted to any one special duty. 


Next month we'll tell you about another incidental, but 
important, benefit of the IBM Punched Card Method. In the meantime, 
a = = complete renter’ simply call or write our nearest 
- brane ce. 


Very, truly yours, 


International Buginess Machines Corporation 


P, 5. You will have an opportunity to see the IBM Blectric Punched 
Card Method be demonstrated at the Annual Convention of the 

American Bankers’ Association, Sept, 28 to Oct. 2, at the Hotel Stevens, 
Chicago, Illinois, 


SALES OFFICES AND SERVICE STATIONS IN PRINCIPAL CITIES OF THE WORLD 
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ITH the objectives of standardiz- 
ing titles for trust department per- 
sonnel, and making them descriptive of 
the nature of the duties of the respective 
officers and indicative of the latters’ re- 
lationship to the department as well as 
to the corporation, the Committee on 
Trust Department Personnel Nomencla- 
ture, of the Trust Division, American 
Bankers Assn., has recommended a sys- 
tem of designation which was approved 
last month by the Executive Committee. 
Frank G. Sayre, vice president, Pennsyl- 
vania Company for Insurances etc., of 
Philadelphia, was chairman of the Com- 
mittee. 


“The matter of titles is really an ad- 
junct to the public relations problem as 
well as a matter of internal administra- 
tion,” the report states. “In a trust 
department, where dealings with cus- 
tomers are highly confidential and pri- 
vate, it is important to consider the im- 
pression of the officer on the public, .. . 
Every customer of the trust department 
feels that his own immediate problem is 
of importance and that it entitles him 
and his problem to serious consideration, 
not by junior officers but by senior offi- 
cers. Therefore, any title indicating a 
junior or subordinate position for the 
one having direct contact with the trust 
customers should be avoided. It is gen- 
erally conceded that the title of assistant, 
as applied to the position of vice-presi- 
dent or trust officer, should be gradually 
eliminated and that other more fitting 
titles should be found for the individual 
in question.” 


The following possible titles, without 
the word assistant are suggested for jun- 
iors in the various departments: 


1. General Administration of Trusts 


Trust administrators: the title of Trust 
Officer might well be more widely used 
to supplant the title of Assistant Trust 
Officer, with the title of Senior Trust 

Officer designated as the final goal. 


Titles for Trust Personnel 


Trust Division Committee Suggests Designations 





TRUSTS and ESTATES—August 1941 






2. Tax Department 
Manager Tax Department; Tax Analyst 


3. Operations 

Auditor 

Assistant Auditor: assistant may be used, 
as there is no direct contact with the 
public. 

Comptroller; Assistant Comptroller 

Office Manager 

Manager of Transfer Department 

Manager of Collection Department 

Manager of Accounting Department and 
under him “Accountants” 

Manager of Remittance Department and 
under him “Remitters” 


4. Real Estate 
Manager of 

Mortgage Department 
Real Estate Sales 
Suburban Real Estate 
City Real Estate 
Repairs and Maintenance 
Rentals 
Insurance 


5. Investment Department 


Statistician 
Investment Analyst 


6. New Business Department 


Trust Representative 
Estate Consultant 


Since the problems of nomenclature in 
the small, in the moderate sized, and in 
the large trust department, necessarily 
have to be treated differently, the com- 
mittee framed an outline of suggestions 
for each. The following outline shows 
the full list for the large trust depart- 
ment. The titles for moderate-sized de- 
partments are indicated by an asterick. 


1. Executive Vice President or Vice Presi- 
dent in Charge of Trust Department* 


(a) Vice President in Charge of General 
Estate Management (or Administration) 
1. Senior Trust Officers 


(a) Trust Officers* 
1. Trust Administrators* 
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2. Vice President in Charge of Department 
Operations 
(a) Auditor 
(b) Comptroller 
(c) Office Manager 
1. Manager, Transfer Department 
2. Manager, Collection Department 
3. Manager, Accounting Department 
(a) Accountants 
(b) Court Accountants 
. Manager of Remittances 
(a) Remitters 


3. Vice President in Charge of Trust In- 
vestments 

(a) Trust Investment Officers* 
1. Statisticians* 
2. Investment Analysts 


4. Vice President in Charge of Real Estate 
(a) Real Estate Officer* 
1. Manager, Mortgage Department 
2. Manager, Real Estate Sales* (Mana- 
ger of Rentals*) 
3. Manager, Suburban Real Estate 
4. Manager, Repairs and Maintenance 
5. Manager Insurance 


5. Vice President in Charge of Taxes 
(a) Manager of Tax Department* 
1. Tax Analysts or Tax Administrators* 


For the small-sized trust department, 
these titles are offered: 


1. Trust Officer 
(a) General Trust Administrator 
(b) Trust Administrator in Charge of 
Operations 
(c) Manager Tax Department 
or, if small enough, merely the trust officer 
and clerical assistants. 


In closing, the committee suggests that 
“every letter that goes out from the trust 
department, no matter who may sign it, 
be he a high or a low official or one of 
the non-official class, shall clearly desig- 
nate, by the appendage to the signature, 
the department from which it comes, and 
the duties of and connection of the sign- 
er with his department.” 


(a ( ) 


An article on “Obtaining Better Trust 
Records” by A. L. Lathrop, Union Bank 
and Trust Company, Los Angeles, ap- 
pears in Burroughs Clearing House for 
July. It explains how his bank has con- 
solidated work, reduced costs, and pro- 
vided better auditing controls. 


Bank of Bermuda Reports on 
Trust Earnings 


Net earnings of £1,051.8.38 were recorded 
by the trust department of the Bank of 
Bermuda, Ltd., according to’ the 52nd an- 
nual report of the Board of Directors cov- 
ering the period from July 1, 1940 to June 
30, 1941. This amount has been carried 
over to the trust department reserve, which 
is now shown at £5,200. It is proposed to 
increase this reserve to ten thousand pounds 
before any trust department net earnings 
are taken into other account. 


The bank’s trust department, organized 
only four years ago, has progressed stead- 
ily and has operated at a satisfactory profit 
from the beginning. It is headed by G. A. 
Kinney, trust officer to whom much of the 
success of the department may be attri- 
buted. He is assisted by J. V. Murdoch, 
assistant trust officer. 


——_o——____ 


Internal Revenue Bureau Revokes 
Rulings on Commissions 


S. M. 2463 (C. B. III-2, 91 (1924), hold- 
ing that commissions paid to trustees for 
receiving and disbursing the income and 
corpus of a trust are deductible as ordinary 
and necessary business expenses, is revoked 
since it is inconsistent with the decisions 
of the Supreme Court of the United States 
in Higgins v. Commissioner (61 S. Ct., 
475, Ct. D. 1486, I. R. B. 1941-7, 10), 
United States v. Pyne et al., Executors (61 
S. Ct., 893, Ct. D. 1509, I. R. B. 1941-19, 
15), and City Bank Farmers Trust Co., 
Trustee, v. Helvering (61 S. Ct., 896, Ct. D. 
1511, I. R. B. 1941-19, 17). 

G. C. M. 22799. (1941-29-10783). 


HERE'S THAT HALF MILLION BONDS FROM 
THE MURK ESTATE — SAY, WILL You 
LEND ME FOUR BITS TiLL PAY DAY ? 

“—S 
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Yielding to Wishes of Trustors and Beneficiaries 


Hazards of Surrendering Responsibility 


RALPH H. SPOTTS 
Associate Counsel, Title Insurance and Trust Company, Los Angeles 


<c¥T is an elementary principle in the 

law of trusts that, under the gener- 
al obligations of carrying the trust into 
execution, trustees are bound, in the first 
place, to conform strictly to the direc- 
tions of the trust. The trust itself, 
whatever it be, constitutes the charter 
of the trustee’s powers and duties. From 
it he derives the rule of his conduct. It 
prescribes the extent and limits of his 
authority. It furnishes the measure of 
his obligation.” (Murphy v. Delano, 95 
Me., 229, 49 Atl. 1053). 


Now, what about the hazards of yield- 
ing to the wishes of trustors and ben- 
eficiaries in the management of trust 
assets? We must segregate our trusts 
into two groups. In one group, we place 
the restricted management trusts, and 
in the other, those in which the trustee’s 
powers are unrestricted. 


In the first classification, we may en- 
counter various types of dual control 
clauses: the trustee may not sell invest- 
ments or exercise other powers until di- 
rected or consented to by a designated 
consultant; this control may be lodged 
in the trustor, or a beneficiary, or in a 
stranger to the trust. In this type of 
trust, the trustee follows the directions, 
or obtains the consent of the trustor, if 
the power of control be vested in him, 
because the declaration of trust so pro- 
vides. If the trustor has directed that 
a beneficiary hold the veto power, the 
trustee conforms because it is so directed 
by the declaration of trust. Here is no 
yielding by the trustee to the wishes of 
either the trustor or the beneficiary. 
The trustee is complying with the terms 
of the trust. There should be no greater 
hazard in carrying out this mandate of 
the declaration than in the performance 
of any other duty or obligation imposed 
upon the trustee. 


Excerpts from address at 19th Pacific Coast 
Trust Conference, August 7. 


Shifting By Request 


Where full management powers are 
given the trustee, two situations may 
arise—one where, after the trustee suc- 
cumbs to the yielding process, its act 
will still be within the trust powers, as 
set forth in the declaration, and the 
other, where a surrender to the requests 
of the trustor or beneficiary will place 
it outside the protecting limits of the 
declaration. 

Suppose the declaration limits all in- 
vestments to legals. In following your 


usual procedure on investments, you sel- . 


ect three or four securities, either of 
which is proper. For one reason or an- 
other the trustor and a beneficiary are 
informed of these selections. The trus- 
tor and beneficiary may prefer or insist 
upon a different splitting of the invest- 
ment, but within your selections. I ob- 
serve no hazards in yielding to their 
wishes in such a case. You are still 
acting within your powers. 


If, however, the trustor or beneficiary 
favors another investment within the 
field of legals, insists upon its selection 
by you, and you invest in the security 
contrary to your best judgment and to 
the advice of your investment commit- 
tee, you are liable for any loss to any 
person interested in the trust who is 
not estopped to make a claim against 
you, because, without authority, you 
have delegated one of the vital functions 
of your trusteeship. (See Restatement 
of the Law of Trusts Sec. 171). 


Suppose your “courtesy consultants” 
suggest or demand that you invest in a 
non-legal security. If such an invest- 
ment be made, you would, knowingly and 
intentionally, be violating the terms of 
the trust. 


Alternatives 


You may encounter this situation: you 
receive in trust, with full and unrestrict- 





~~ HY YH OR Kt A 


TRUST OPERATIONS 


ed powers, a parcel of speculative real 
property and sundry stocks of doubtful 
lineage. You are authorized to retain 
any non-legal security. Your trust com- 
mittee concludes that current conditions 
demand the immediate sale of both. The 
trustor objects violently. If you sell, 
you offend deeply the trustor. If you 
hold the land and the stock, you may 
damage the interests of the remainder- 
men. 

Three courses are open: Do your duty 
as you have determined it, by selling in 
accordance with the conclusions of your 
trust committee. Or, insist that the 
declaration of trust be so amended, if 
that power be reserved to the trustor, 
(see Restatement of the Law of Trusts, 
Sec. 164) that none of such property be 
sold in any event without the prior writ- 
ten approval of the trustor or of some 
beneficiary. Or, you can take a high 
sounding indemnity agreement, or re- 
lease, or consent, or other sedative, and 
continue to hold the land and the stocks, 
the while praying that a miracle will 
turn these doubtful properties into valu- 
able assets. 


It is not necessary that the trustee 
act in bad faith. He commits a breach 
of trust not only where he violates a 
duty in bad faith, or intentionally al- 
though in good faith, or negligently, but 
also where he violates a duty because 
of a mistake as to the extent of his du- 
ties and powers. Nor is he protected 
merely because he relies upon the advice 
of counsel. (Restatement of the Law of 
Trusts, Section 201). 


Illusory Protection 


Suppose a trustee reaches the point 
where it is willing, or feels compelled, 
to yield to the wishes of a trustor or ben- 
eficiary. How may the trustee protect 
itself? 

A beneficiary may, under certain cir- 
cumstances, so conduct himself, by ac- 
tion or by inaction, as to be estopped to 
complain of a breach of trust. He may 
consent to or authorize the breach; he 
may recommend, advise, request, or di- 
rect that the particular act be done, or 
he may participate in the unauthorized 
transaction. He may, knowing of the 
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breach, acquiesce in it, or ratify it, or 
continue to receive the benefits from it. 
Or, again, he may release the trustee 
from liability to him for the particular 
breach of trust, or he may even indem- 
nify the trustee. 

But the release, or ratification, or other 
writing which he may take from the 
consultant beneficiary, may give him lit- 
tle, if any, real protection. In the first 
place, the beneficiary must be of age and 
competent; and he must have full knowl- 
edge of all the facts and be able to under- 
stand their significance. And it may be 
that he must also have knowledge of the 
illegality or impropriety of the act which 
constitutes the breach of trust. Other- 
wise, the beneficiary will not be estopped 
to press his claim against the trustee. 
(Restatement of the Law of Trusts, Sec- 
tion 216). 

The laches of a beneficiary may pre- 
clude him from holding a trustee liable 
for a breach of trust. Among the many 
factors considered by a court in passing 
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on the defense of laches are these: time 
elapsed between the breach of trust and 
the filing of suit; whether the beneficiary 
knew or had reason to know of the 
breach; whether the beneficiary was 
under an incapacity; the reasons for the 
delay; change of position by the trustee; 
death of witnesses or parties; hardship 
to beneficiary if relief not given, and 
hardship to trustee if relief is given. 

[At this point, Mr. Spotts briefly high- 
lighted the following cases in point—Pa: 
In re Macfarlane’s Estate, (1935), 177 
Atl. 12; Miller’s Estate, (1939) 3 Atl. 
(2d) 370; Clabby’s Estate, (1940) 12 
Atl. (2d) 71. 

N. J.: In re Shaw’s Estate, (1937) 195 
Atl. 525; Johnston’s Estate, (1940) 14 
Atl. (2d) 469, affirmed 18 Atl. (2d) 274. 

Wis: Schlecht v. Bank of Sheboygan, 
(1935) 285 N. W. 730; McDermott v. 
Lumbermen’s National Bank, (1941) 
295 N.W. 784.] 


Complete Release? 


An estoppel which may be pleaded suc- 
cessfully against one beneficiary who 
seeks to surcharge the trustee does not 
affect or bind another beneficiary. Quest’s 
Estate (Pa. 1936), 188 Atl. 137. So to 
be as fully protected as possible, our 
trustee must secure a protective docu- 
ment from every beneficiary and every 
remainderman. What will that trustee 
obtain from the issue—some of them 
unborn, perhaps,—of the children of the 
trustor, who take upon the ultimate ter- 
mination of the trust? What can be 
obtained from those possible remainder- 
men—the heirs at law of the trustor— 
who will take the corpus of the trust if 
everyone else is out of the picture? 


Our trustee says: The life beneficiar- 
ies have indemnified us for any loss 
which we may suffer. I ask: If that ben- 
eficiary should die the day after you had 
breached the trust, would you file in his 
estate a contingent claim, based on such 
an indemnity agreement? Yet, if you 
do not file such a claim, the indemnity 
becomes worthless, if it was not, in fact, 
worthless when given. 

And then our obliging trustee might 
also be informed of a sad commentary 
on human nature. Many cases reveal 
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that a beneficiary who might be willing 
to sign any release when the deal is hot, 
seems to forget all about it when the 
loss occurs. He is not estopped from 
suing the trustee; then the trustee must 
prove all the essential elements of an 
effective stoppel. It may be a difficult 
and expensive task. 


May Lose Even If You Win 


But what about the beneficiary or ul- 
timate remainderman who is not estop- 
ped? Will he ask a court to apply the 
acid test to the consent, or direction, or 
approval of some other beneficiary or 
remainderman pursuant to which the 
trustee acted, or to the act of the trustee 
itself? The cases cited on some fifty 
pages in 128 American Law Reports, 
beginning at page 4, are mute witnesses 
to the numbers of trusts in the various 
jurisdictions, in which, in some form or 
another, the question of estoppel was in- 
volved. In some the defense of estoppel 
prevailed; in others, the beneficiary or 
remainderman prevailed in the face of 
the trustee’s contentions on estoppel. 


In one of the cases there cited, Fortune 
v. First Trust Co. of St. Paul, (1937) 
274 N.W. 524, where the trustor—bene- 
ficiary was estopped by his acquiescence 
in the conduct of the trustees, the trus- 
tees contended on their cross-appeal that 
they should have been allowed attorneys’ 
fees. But the court had this to say on 
that subject: 


“Here the trust had been completed 
more than two years before the present 
cause was started. Defendants were not 
called upon to protect or preserve any 
property or right in the trust estate. 
They were simply called upon to defend 
alleged misconduct while in charge of the 
estate. As such the burden is and 
should be theirs, the same as any other 
litigant.” 


I have referred repeatedly to invest- 
ments, but substantially the same obser- 
vations could be made as to any other 
duty or obligation which might devolve 
upon the trustee. 


Keep Responsibility 


There may be hazards in these “yield- 
ing” transactions which cannot be mea- 
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sured in dollars and cents; oft repeated, 
they may dullithe kéen edge: of trustee 
responsibility; they tend to undermine 
the basic principles of trusteeship. Can 
any trustee afford to thus put in jeopardy 
its standing and reputation, remember- 
ing that, in most cases, its only defense 
will be some form of estoppel? 


Why yield to the wishes of these cour- 
tesy consultants? What invites the 
greater confidence—a breach of the trus- 
tor’s confidence or a careful and scrupu- 
lous observance of the rigid require- 
ments imposed by that confidence? 


I still believe there is a sanctity about 
a declaration of trust. Our duty, as trus- 
tees, is to comply with its provisions to 
the best of our abilities; not to permit, 
for any reason, that responsibility to be 
shifted to others. If the trustor desired 
the management of trust assets to be, 
in whole or in part, vested in persons 
other than you, he would have named 
them, not you. 


I do not propose that the trustee shall 
isolate itself, or that it shall build up a 
glacial wall of indifference and aloofness 
impenetrable by the most persistent of 
trustors or beneficiaries. On the con- 
trary, develop the finest possible rela- 
tionship with them; cultivate a sym- 
pathetic and kindly cooperation with 
them; if they have sound ideas on in- 
vestments, or on some other phase of 
trust administration, give them all the 
weight they deserve when you, the trus- 
tee, determine your course of action. 
But I do say, emphatically, you are the 
trustee; yours is the responsibility to 
decide; don’t surrender it. 


Big Brokerage Merger 


The two largest brokerage firms in the 
country, Merrill Lynch, E. A. Pierce & 
Cassatt, and Fenner & Beane consolidated 
on August 18 as Merrill Lynch, Pierce, Fen- 
ner & Beane. The combined firm, with 
seventy-one partners, is locally known as 
“We the People, Inc.” and has offices in 93 
cities and memberships in 28 security and 
commodity exchanges. The four senior 
partners will be Charles E. Merrill, E. A. 
Pierce, Philip W. Russell, and Charles E. 
Fenner. 
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Life Insurance for Home Owners 


A new form of savings bank life insur- 
ance, designed to protect families against 


the loss of their homes in the event of the ° 


premature death of the mortgagor, is now 
being offered by 29 mutual savings banks in 
New York State. Judge Edward A. Rich- 
ards, president of the Savings Banks Life 
Insurance Fund and head of the East New 
York Savings Bank, stated that it would be 
beneficial to both mortgagors and savings 
bank depositors. “It will assure the mort- 
gagor that his family will not lose their 
home in the event of his death,” he said, 
“and it will substantially reduce those in- 
stances where savings banks have been 
forced to start foreclosure proceedings to 
protect the savings of their depositors.” In 
some cases it has been found that as many 
as 50% of foreclosure actions brought by 
savings banks for one-family dwellings 
have been due to the death of the mort- 
gagor. 

At 25 years of age, a $1,000 policy would 
cost the mortgagor $6.99 annually for a 
15-year period, with protection afforded 
for 20 years. This insurance can be writ- 
ten in amounts up to $3,000 initial face 
value. 


ee, 


Stubbs Lieutenant Colonel 


Frank P. Stubbs, formerly assistant trust 
officer of Commercial National Bank in 
Shreveport, La., and recently privately en- 
gaged in general fiduciary service in New 
Orleans, is now stationed at Ragley, La., 
as a Lieutenant Colonel in the 156th In- 
fantry. 
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...a Conservative Investment 
Providing Good Return 


This investment is conservative because it represents a first 
claim on American homes worth far more—in the aggre- 
gate nearly 100% more—than all share and other 
liability of the issuing Federal Savings and Loan Association. 


It provides good return because association loans command 
favorable interest rates, and because management is eco- 
nomical; earnings are distributed on a parity and undivided 
profits may be used to stabilize dividends. 


Federal Savings and Loan Shares afford reasonable avail- 
ability, free from principal fluctuation. Practice of most 
associations has been to pay promptly, without recourse to 
notice requirements. The account of each investor in each 
association is insured up to $5,000 by an instrumentality 
of the United States. 


SELECTED FEDERALS, Inc. 


135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 








Investment Program 
Pattern of Diversification for a Specific Trust 


ROBERT S. DREW 
Vice President, Continental Illinois National Bank and Trust Company, Chicago 


A has died leaving a will appointing 
the X Trust Company as executor and 
trustee of his estate. His whole estate 
amounts to $200,000 made up as follows: 
$5,000 U. S. Government bonds; $55,000 
high grade corporate bonds maturing ten 
to fifty years in $5,000 and $10,000 
blocks; $40,000 railroad bonds, mentioned 
below; $20,000 preferred stocks; $55,000 
common stocks; $25,000 real estate (resi- 
dence). The will contains a broad clause 
authorizing the executor and trustee to 
retain securities owned by the testator 
without liability for loss. 

The estate is to be held in trust for the 
benefit of the widow for life with re- 
mainders over to his children and grand- 
children. At the time of his death A 
owned $40,000 General Mortgage 5% 
bonds of the X Railroad, due 2007, sell- 
ing at 72. There has been no default in 
the interest payment on the bonds. The 
road is earning its fixed charges by a 
very small margin. Would you keep the 
railroad bonds Would you sell all or 
part of the railroad bonds? If so, how 
would you reinvest the money? 


Suggested Solution 


To simplify the discussion it is desir- 
able to make three assumptions: First, 


From address before 19th Pacific Coast Trust 
Conference, August 7. 


that the assets of $200,000 constitute the 
net estate transferred to the trust; soc- 
ond, that the values of the several classes 
of investments are par value, with the 
exception of common stocks and real es- 
tate which are at market values; and 
third, that the trustee has broad discre- 
tionary investment powers. 


These railroad bonds, a single issue 
constituting (at market value) 15% of 
the trust, produce one-fourth of the in- 
come of the trust. To sell them all and 
reinvest the proceeds in high-grade bonds 
would reduce the annual income by about 
$1,200, or 15%. } 


Let us assume that a study indicates 
that the road is likely to continue inter- 
est payments, but that the coverage will 
continue to be narrow and that the fu- 
ture of the road is not particularly 
bright. In spite of the exculpatory 
clause of the will, good trust practice 
requires that the trustee give considera- 
tion to reducing the holding of any secur- 
ity which makes up 15% of a trust — 
other than United States Government se- 
curities—especially in the case of a secur- 
ity which is not of good investment 
quality. However, I do not think that 
the trustee should sell the entire block 
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immediately upon receiving the railroad 
bonds in trust. 


Gradual Liquidation 


It seems to me that this case calls for 
a “program job” of liquidation and rein- 
vestment, and that it should be started 
as soon as the study of the situation has 
been completed. As a first step, one- 
fifth of the block should be sold at cur- 
rent market prices. Additional blocks 
of one-fifth each should be sold at one 
to three-month intervals, depending upon 
the course of the market, traffic volume, 
and industrial activity. The purpose 
should not be to obtain the top price of 
a market swing, rather the program 
should be accelerated if and when the 
market turns strong. On the other hand, 
sales could be deferred when the market 
turns weak, unless accompanied by a 
change for the worse in business factors. 


I do not regard this procedure as price 
speculation, but rather as a program to 
sell at an average price over a period, 
and reinvest the proceeds at average 
prices during the same period. 


Now for the reinvestment problem. 


Increase Governments 


Government bonds constitute only 
214% of the total trust, and my observa- 
tion is that many trust companies favor 
a proportion of 10% to 20% in “govern- 
ments.” 


Corporate bonds are 27.5% of the 
trust, which is probably somewhat be- 
low the usual practice of trustees. Pre- 
ferred stocks, at 10%, are about in line 
with the usual proportion to total. 


Railroad bonds, at 15% of the trust, 
are somewhat high according to Middle 
Western standards. 


Common stocks make up 27.5% of the 
trust, and this proportion is about the 
average of Middle Western trust prac- 
tice. Farther East, trust companies tend 
to be more liberal in their attitude to- 
ward common stocks, and a proportion 
of 50% is not considered too high by 
many companies. In the Rocky Moun- 
tain and Coast regions, I understand that 
most trustees prefer not to purchase any 
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common stocks for trusts, although they 
are somewhat more favorable to retain- 
ing such stocks when received in a trust. 


Considering the high level of bond 
prices, I would not favor reinvestment 
in high-grade, long-term corporate bonds 
or railroad bonds at this time, in spite of 
the fact that the proportion of the corpor- 
ate bond section of the portfolio is some- 
what small. 


The United States Government bond 
holdings could well be increased by rein- 
vestment of about half the proceeds of 
sale. United States Defense Bonds, Ser- 
ies G, seem well suited for the purpose 
here, as these bonds are of medium ma- 
turity, offer a fairly satisfactory yield, 
and have a floor under sales price by vir- 
tue of their redemption schedule. 


The Set-Up 


Because of the disparity as to invest- 
ment policies in various regions, it is 
rather difficult to make specific sugges- 
tions for reinvestment of the remaining 
proceeds. No doubt, an eastern trustee 
would consider good common stocks a 
logical medium in this instance, as the 
purchase of such stocks with the balance 
of the proceeds would not raise the com- 
mon stock proportion above 37% of the 
trust. 


I understand that in the far West good 
mortgages can be had at better rates than 
in the Middle West and East, and a west- 
ern trustee would probably favor mort- 
gages for the balance of the proceeds. 


If these suggestions as to reinvest- 
ment were followed, the set-up of the 
trust would be about as follows: 


% of 
total 
$20,000 10.5 
55,000 
20,000 
25,000 


70,000 


United States Bonds _.. 
Corporate Bonds 
Preferred Stocks 
Residence 


Common Stocks 
or 


Common Stocks 
and 


Mortgages 
Total $190,000 


55,000 


15,000 
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It’s 
PERSPECTIVE 
that Counts 


— whether the job is interpreting news or 
dealing in investments. Maintaining invest- 
ment perspective is a constant objective of 
our organization. We deal in all types of 
bonds, maintaining close contacts with the 
markets in each. Because we do so, we ex- 
amine all aspects of the existing financial 
and economic situation, with a view to main- 
taining a rounded financial judgment. 


This balance and perspective is reflected in 
our analyses and recommendations. It is our 
sincere hope that you will let us demonstrate 
the truth of this statement. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 


36 Pearl Street 201 Devonshire Street 
HARTFORD BOSTON 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
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The Investment of a Discretionary Trust Fund 


Proportions to be Allocated to Various Classes 


C. ALISON SCULLY 
Vice President, Bank of the Manhattan Company, New York City 


SHALL suggest how a trustee under 

present conditions should invest a 
trust fund in which he has broad gener- 
al powers of investment without being 
limited to legal securities. Let us begin 
by taking the standard formula: 


“INVESTMENTS WHICH A TRUS- 
TEE CAN PROPERLY MAKE. 

“In making investments of trust funds, 
the trustee is under a duty to the bene- 
ficiary *** to make such investments as 
a prudent man would make of his own 
property having primarily in view the 
preservation of the estate and the amount 
and regularity of the income to be de- 
rived**.” Restatement of the Law of 
Trusts, Section 227. 


There are two primary principles, but 
don’t overlook the preliminary require- 
ment: “such investments as a prudent 
man would make of his own property.” 
The two main principles are the preser- 
vation of the estate, and the amount and 
regularity of the income. Neither is 
exclusive. 


The choice of trust investments today 
involves weighing the factors affecting 
and which seem likely to influence secur- 
ities in the immediate and more remote 
future and deciding on a policy of in- 
vestment, a blue print if you will, which 
we think most likely to attain the pur- 
poses of the testator or donor. 


Too much emphasis cannot be laid on 
the necessity for vigilance in the man- 
agement of the funds. By this I do not 
mean the periodic reviews of individual 
securities and the scrutiny of the lists. 
I mean the broader phases of investment 
fundamentals, the effect of happenings 
in the international sphere, the Govern- 
ment’s fiscal policy, the operations of the 
R. F. C., legislation directly affecting 
business or industry, and taxation. 


From address before 19th Regional Trust Con- 
ference of Pacific Coast & Rocky Mountain 
States, August 7, 1941. 
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Bond Investments 


Now for the different classes of secur- 
ities: 

Government bonds should head the list. 
The new Series G Defense bonds are ad- 
mirable for most trusts. I would keep 
the maturity short. Government bonds 
are triple A for “the preservation of the 
principal.” While there does not seem 
to be any doubt about the regularity of 
the income, not much can be said for 
the amount of it. In a sense, to restrict 
one’s purchases to Government bonds is 
temporizing with the situation. 


Another form of so-called investment 
is to keep the money in banks, either in 
a current account or in a savings bank. 
Here, too, the amount of current income 
is inconsiderable. How much of the 
fund can be immobilized depends on the 
extent to which the beneficiary can fore- 
go current income from the trust fund, 
in the hope that there will be more in- 
come from the same source later on. 


High grade bonds should constitute 
the backbone of the list. They furnish 
the desired security of principal. The 
bonds selected should as far as possible 
be those with relatively short maturities 
with low coupon rates. They can be 
bought without the big premiums. The 
income actually received is low. 


The difficulty is that everyone has 
been accustomed to think of prime secur- 
ities as yielding 4%, 444%and 5%. We 
must accustom ourselves and the benefi- 
ciaries of our trusts to think in terms 
of less annual income. 


There are, however, two objections 
against buying bonds now for perma- 
nent investment: 


1. The abnormally low and artificial in- 
terest rates have established prices 
which will certainly fall with a change 
in interest rates. There will thus oc- 
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Do you hold, or act in a fiduciary capac- 
ity for holders of Railroad Securities? 


Our New and Improved 1941 Issue 


“GUIDE TO RAILROAD 
REORGANIZATION SECURITIES” 


is now available 


This book contains all New Plans of Reorganization and all the changes in 
prior plans, together with detailed maps of each system. 34 railroads analyzed. 
Every bank and trust company should have a copy 
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Securities. 


Price $5, including 


N. Y. City Sales Tax five days after receipt. 


cur a permanent reduction in the 
principal of the trust. 


2. They may be adversely affected if 
there is a period of inflation. 


Let us begin, then, with a backlog of 
bonds, short term Governments, as many 
as we think we can properly include, per- 
haps a few municipals, particularly if 
taxes are a factor, and then the highest 
grade corporate obligations, public util- 
ity operating companies, industrials and 
a few railroads. 


Mortgages and Preferreds 


Suitable mortgages for trust invest- 
ment are almost unobtainable today. 
With the Government money available 
for new F. H. A. loans and with the 
eagerness of savings banks and life in- 
surance companies to lend on this form 
of security, the number of new mort- 
gages in the East to be had is almost 
negligible. Perhaps the situation on the 


{[ ] Enclosed is check for $5. 
f I am not entirely satisfied with the Guide, I may return it within 


Please send me a copy of your Guide to Railroad Reorganization 


{ ] Send bill for $5. 
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West Coast or in other parts of the 
country is more favorable. 

There is a wide diversity of opinion 
about preferred stocks. The yield is 
better than on bonds and a good many 
trustees buy them, particularly in cases 
where income is urgently important. On 
the other hand, it is said by some that 
a preferred stock has none of the safe- 
guards of a bond and does not partici- 
pate in the benefits of prosperity enjoyed 
by the common stockholders. A pre- 
ferred dividend still has to be earned or 
paid from surplus and even though cu- 
mulative the payment may be deferred 
for years. If the payments are inter- 
rupted long enough, there is usually 
some form of recapitalization which 
makes necessary the acceptance of new 
securities for the unpaid dividends. On 
the other hand, it may be urged with a 
good deal of force that the preferred 
stock of some companies which have no 
funded debt is better than a lot of bonds. 
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It is, but will it always be better and 
can you sell in time if you want to get 
out of it? 


As to Type of Preferred 


Some trustees favor the purchase of 
non-callable preferred stocks with high 
dividend rates, in the 170’s and 180’s. 
The argument is that even at these 
prices the rate of return is more satis- 
factory than on high grade bonds. The 
purchase of preferred stocks of this kind 
is justified on the “amount and regular- 
ity of the income to be received.” Other 
trust men decline to buy such stocks and 
have even sold them at these prices. 
Their position is that such stocks are 
selling at the present high prices because 
of surplus funds in the country and that 
as soon as interest rates have gone up, 
the prices of these preferred stocks will 
show a corresponding decline, with the 
inevitable serious shrinkage in the prin- 
cipal amount of the trust. These men 
are concerned about “the preservation of 
the principal.” 


My sympathies lie with the latter 
group. It is again a question of weigh- 
ing the relative importance of the re- 
quirements of the life beneficiary and 
the remainderman and attempting to in- 
vest in accordance with what the trus- 
tee believes the wishes of the testator to 
have been. 


Then there are the preferred stocks 
with lower dividend rate selling at or 
slightly above their call price but with 
an income return which is generally 
favorable. Where current income is a 
matter of urgent importance, this is a 
perfectly proper type of investment 
under present conditions. The trustee 
must estimate the possibility of the 
stock being called for redemption. He 
must also buy with the full recognition 
that if there is a decided change in in- 
terest rates, there is going to be a slight 
capital loss. But the risk of loss through 
redemption or change in interest rates 
appears to be less than some of the risks 
which apply to other forms of invest- 
ment. 


There are yet other preferred stocks, 
mostly recent issues, with low dividend 
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rates, selling at or near par. These are, 
by and large, almost in the class with 
bonds so far as price is concerned but 
the yield is a little better. They are 
quite widely bought. 


Common Stocks 


I have long believed that as a matter 
of law common stocks may be included 
in a trust fund where there are broad 
investment powers and that as a matter 
of business judgment, common stocks 
should be included. Certainly if we con- 
sider the men who enjoy the highest 
degree of confidence and respect in the 
community, we shall have no difficulty 
in demonstrating that these “prudent” 
men in the management of their own 
affairs buy common stocks. 


The principal reasons urged for the 
purchase of common stocks are that (1) 
they tend to offset the effects of infla- 
tion, (2) the amount and regularity of 
the income are reasonably assured, and 
(3) there is a reasonable expectation of 
preserving the principal. 


This is my 
own view. But I cannot deny the force 
of the arguments that may be made 
against them. With the Government 
debt and the inevitable taxation in store, 
there are those who feel that the profits 
of the corporations which will be left 
for distribution to stockholders will be 
comparatively small. The establishment 
and enforcement of priorities, the pro- 
posed control of prices, labor troubles, 
and other uncertainties give little en- 
couragement to the stockholder hoping 
for generous dividends. It is also sug- 
gested that if the business recession 
which is expected to be the aftermath of 
the war is of anything like the severity 
that is predicted, declines in stock prices 
may be serious. 


The advocates of common stocks have 
a rejoinder. They point out that there 
are persons who would not under any 
consideration buy bonds under existing 
conditions; that the credit standing of 
borrowers does not justify anything like 
the low rates of interest which the obli- 
gations of these companies enjoy today; 
that the shrinkage of the principal is 
inevitable; and that to tie up one’s funds 
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to the low level of interest rates prevail- 
ing today for any period of time is un- 
wise. Facing squarely the taxes which 
the corporations of the country will be 
forced to pay, increased operating costs 
through rise in prices of raw materials 
and wage increases, these men neverthe- 
less say that they consider their capital 
safer and the likelihood of regular ann- 
ual income return in proper amount more 
assured through the purchase of a diver- 
sified list of well selected common stocks 
than in bonds. 


What Percentages 


I would not advise any trustee to buy 
all bonds, nor all common stocks. There 
is room for wide variation in the per- 
centages and there is no ideal program. 
But the portfolio should be properly bal- 
anced. What should the balance be? 

At least 10% of the fund in United 
States Government bonds, due in fifteen 


years or less, and as much more as the 
trust will stand, depending on its size. 


High grade medium term corporate 
obligations yielding 234% to 344% and 
due in not more than twenty years. My 
own preference would be at least 40% 
of the fund. Some would say 50%. 


Preferred stocks yielding 4%-414%. 
10% or 15% is about right, up to 25%. 


Common stocks: In states which have 
the “prudent investor” rule an original 
commitment of 50% in common stocks 
is not excessive. In certain other states 
some of the more conservative institu- 
tions either do not buy common stocks 
at all or upon being strongly urged will 
buy sparingly, perhaps 5% or 10%. 
Somewhere between 25% and 33% under 
present conditions would be my own 
judgment. 
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For Long-Term Trust Funds 
Featuring: Diversification of Security; No 
Federal Insurance Against Loss 
(up to $5,000) ; Highest Earnings 
Consistent with High Degree of 3% 
annum. Assets Now Over $10,250,000. 

Write for Instructive Booklet Entitled 
**Maximum Security” 
SAVINGS AND LOAN ASSOCIATION 
OF WASHINGTON 
610 Thirteenth Street N. W. 


Fluctuations in Value; Availability of Principal ; 
Security. Current rate 3% per 
Washington, D. C. 


The Bond Outlook 


OST investors have in the last sev- 

eral months leaned strongly to the 
impression that prices of high-grade 
corporate securities must recede, large- 
ly because the vast operations of the 
government must adversely affect the 
markets for long-term securities. At a 
meeting of financial officers of institu- 
tions in the Middle West I was unani- 
mously hooted down because I did not 
believe any radical change in the mar- 
ket level of long-term securities was im- 
minent or necessarily justified in even the 
reasonably distant future because of the 
government’s operations alone. I base 
my reasoning on a study of the British 
situation and our own. 


Barring excessive commodity price 
rises which may get beyond reasonable 
control, the government can finance it- 
self for a long time at substantially the 
same rates as at present if it wants to. 
We are told that the expectancy for the 
fiscal year ending June 30, 1942 is that 
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the government must raise 5%4 billion 
dollars in cash. Therefore, we are bound 
to consider the reduction in public offer- 
ings for subscription as affected by the 
sale of defense obligations in small de- 
nominations. I will stick my neck out by 
saying that it will probably result in 
sales between 1 and 3 billion with a neg- 
ligible amount offered for redemption 
during the next fiscal year. 


It is not impossible—but almost in- 
conceivable—that short-term money will 
not be of interest to banking institutions 
during this period, if not at present rates 
then at not much higher rates. If the 
long-term market is not receptive to long- 
time government issues the government 
can always turn to the short-term mar- 
ket. This will have a double effect: it 
will not only relieve the government of 
paying too’ high for long-term money 
but will leave the long-term market free 
of offerings and the demand of gradually 
accumulating long-term funds seeking 
investment will automatically right that 
market so that it will eventually become 
receptive to long-term governments at 
the Treasury’s rate. 


It is generally a mistake to estimate 
what the government must do. A gov- 
ernment when dealing in its national 
currency with its own nationals never 
runs the risk through borrowing short 
money for long-term requirements which 
a private corporation runs. The govern- 
ment always can meet a maturity under 
any sort of condition. A private corpor- 
ation cannot always pay off a maturity 
nor can it always refund. With what 
kind of money a government that is in 
difficulty pays off its debt is another 
matter. 


So the individual that insists the gov- 
ernment cannot finance its obligations 
for the next fiscal year without upsetting 
the government and corporate invest- 
ment markets must first know to what 
extent the government wants to upset 
these markets, for actually it will never 
be obliged by force to sell a single long- 
term bond. I will venture to say that 
it will not pay more than it wants to, 
all things considered.—Allen M. Pope, 
Pres., First Boston Corp., before Na- 
tional Industrial Conference Board. 
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Investment Record of Discretionary and Legal 
Common Trust Funds Compared 


LTHOUGH there are only three trust 

institutions in the nation adminis- 
tering both legal and discretionary types 
of common trust funds a comparison of 
earnings and principal values for these 
funds will prove interesting as well as 
informative. 


The First Trust Company of St. Paul 
established a discretionary fund, Trust 
Plan A, on January 12, 1933. While this 
is a non-legal fund investment in com- 
mon or preferred stock is prohibited. A 
legal fund under Trust Plan B began 
operations on January 20, 1937. This 
later start, at a time when principal val- 
ues were relatively high, accounts for 
the fact that in December 1938 the value 
of a unit was less than the original 
valuation of 100, whereas Trust Plan A 
units were valued at more than 100, 
representing the increase in value of 
high grade securities which occurred be- 
tween January 1933 and December 1938. 
Although permitted to invest in mort- 
gages under the terms of both funds, 
the company’s policy has been not to in- 
clude mortgages in its common trust 
fund portfolios. 


The lowest price for units of Trust 
Plan A was $93.91, recorded on March 
15, 1933, and the highest price $108.35, 
recorded on December 14, 1940. The cor- 
responding figures for Trust Plan B are 
$96.70 on September 20, 1939, and $103.- 
47 on March 20, 1940. Taking the Dec- 
ember 1938 cost, the average yield for 
Trust Plan A for 1939 was 3.40% and 
for 1940, 3.338%. Comparative figures 
for Trust Plan B which, as noted, is 
restricted to legals, indicate a yield of 
3.05% for 1939 and 3.01% for 1940. As 
the fiscal year for Trust Plan B ends 
June 15, 1941, figures for the year ended 
on that date are available and reflect the 
continued downward trend in the yield 
on legal investments. Based on the unit 
value on December 20, 1938, the return 
for the fiscal year just ended is 2.91%, 
with the unit value at $103.29. 


ESPITE the fact that the common 

trust fund has had its greatest de- 
velopment in Pennsylvania, the Girard 
Trust Company of Philadelphia is the 
only bank in the State to have both the 
legal and discretionary type funds. Or- 
ganized in 1939, the fiscal year of both 
plans begins December 1. The return 
on securities held in the discretionary 
fund, computed on the unit value as of 
May 31, 1941, was 4.59%. This fluctu- 
ated from about 3.89% at the inception 
of the fund to a high of 4.75%. The last 
audit of the company’s discretionary 
fund shows that cash paid into the fund 
during the year ended November 30, 
1940, was $7,279,294, whereas the value 
of investments quoted as of that date 
plus the uninvested cash, amounted to 
$7,441,450, or a net gain of $162,000 in 
principal. During the same period from 
Dec. 1, 1939 to Nov. 30, 1940, Dow-Jones 
industrial stock averages declined from 
146.54 to 131.00. 

Similarly, the Girard’s legal fund 
shows a return as of May 31, 1941, of 
2.79% against a low of 2.35% over the 
year preceding. The audited report for 
the year ended Nov. 30, 1940, shows net 
cash of $2,554,820, paid by estates into 
the fund and a value of the securities 
and cash of $2,596,966, a gain of $42,- 
000. The value of the “A” or Discretion- 
ary Fund as of July 31, 1941, was $12,- 
642,927 and that of the “B” or Legal 
Fund, $3,468,465. 


NE of the first funds to be estab- 

lished in the United States was 
Equitable Fund A, set up in 1930 by the 
Equitable Trust Company of Wilming- 
ton, Delaware. This fund is discretion- 
ary and authorizes investment in com- 
mon and preferred stocks. It was fol- 
lowed in 1934 by Equitable Fund C which 
is restricted to legal investments. Com- 
paring returns and principal valuation 
(original value for both funds was 100) 
reveals that Fund A for the year ended 
January 1, 1940 had a yield of 4.21% 
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based on the average principal value of 
the fund, which fluctuated from $72.61 
to $76.98 throughout the year. The 
yield on Fund C for the same period was 
3.60% and the unit value fluctuated 
throughout the year from a high of 
$109.27 to a low of $104.98. The report 
on earnings for the year 1940 showed 
a slight rise in the yield of the discre- 
tionary fund and an almost correspond- 
ing decrease in the yield of the legal. 
The former had a yield of 4.37%, and the 
latter 3.55%. Principal value of Fund 
A fluctuated from $70.76 to $77.12; 
whereas Fund C had a high of $108.17 
and a low of $106.14 for the year. 

The foregoing summary and analysis 
would indicate that whereas yields on the 
discretionary funds are invariably high- 
er than returns on the funds which are 
restricted to legal investments, the prin- 
cipal, as indicated by the unit values, 
remains, as would be expected, far more 
stable and constant for the latter. 


Peoples-Pittsburgh Reports on 
Common Trust Fund 


The first annual report of the Peoples- 
Pittsburgh Trust Company’s Common 
Trust Fund A reveals that the fund, 
begun on June 10, 1940, with $100,000, 
covering funds from twenty-three trusts, 
now exceeds $776,000, with 124 trust 
accounts participating. The original 
fund was divided into $100 units. Dur- 
ing the course of the year, the units 
ranged in value between a high of $103.- 
75 and a low of $101.71. The value as 
of June 10, was $102.37. The fund is 
currently earning at the rate of 3.9% 
after deduction for Pennsylvania per- 
sonal property tax. 

The portfolio shows a broad diversi- 
fication of investments. Using market 
values as a basis, approximately 34.1% 
is invested in bonds and principal cash; 
36.4% in common stocks, and 29.5% in 
Federal Housing Administration mort- 
gages. Although the plan allows 40% 
participation in mortgages, as a matter 
of policy it is being operated with a 
30% limitation. Common stock holdings 
are divided, 82% in industrials, 10% in 
utilities, and 8% in bank stocks. 
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$25,000 Common Trust 
Limitation Interpreted 


The Board of Governors of the Federal 
Reserve System recently considered an in- 
quiry concerning the application of Section 
17 (c) (5) of Regulation F relating to the 
$25,000 limitation on investments in a com- 
mon trust fund. The situations described 
were as follows: 


“(1) A settlor creates two trusts of 
$25,000 each. In one trust the life tenant 
is ‘A,’ and in the other the life tenant is 
‘B.’ Upon the death of each life tenant, 
the principal in each trust is payable to 
ting 

“(2) A settlor creates two trusts of 
$25,000 each. In one trust the life tenant 
is ‘A,’ upon whose death the principal is 
payable to ‘C.’ The life tenant of the other 
is ‘B,’ upon whose death the principal is 
payable to ‘D,’ or if ‘D’ be not living, 
o<* 


The Board concluded that in neither sit- 
uation should the two trusts be considered 
as one for the purpose of such limitations 
upon investments in common trust funds. It 
was pointed out, however, that the ruling 
was based upon an understanding that there 
were no powers of revocation or other ad- 
ditional facts which might have a bearing 
on the matter. 


i 


Defense Bonds Ineligible 


In denying an application of a father to 
invest in defense bonds his son’s funds, be- 
ing held in escrow, Justice Morris Eder of 
The Bronx County Supreme Court asserted 
that United States defense bonds were in 
effect banned as investments for children 
or incompetents because the New York State 
statutes did not specifically mention such 
an investment as proper for trust funds of 
those types. Justice Eder recommended 
that the law be amended. 


In a decision handed down on July 24, 
the court said it was compelled because 
of the law’s present phraseology to deny the 
application of David Schwartz as guardian 
of his 14-year-old son, Jerome, to release 
$888 deposited in escrow at a Bronx sav- 
ings bank so defense bonds might be bought 
for the boy’s estate. 





INVESTMENT POLICY 


More than ‘1,000,000 


*As of June 30, 1941 


CURRENT DIVIDEND 
3% per annum 


TOTAL RESOURCES 
$3,134,252.89 


in Jrust Funds 


are now invested in our 


INSURED 
INVESTMENT 
CERTIFICATES 


by more than 50 Banks and 
Trust Companies 


QUAKER CITY FEDERAL 


SAVINGS AND LOAN ASSOCIATION 


1427 WALNUT STREET ° 


PHILADELPHIA 


New Tax Prepayment Notes 


For the first time in history, tax pre- 
payment notes were offered by the Trea- 
sury on August 1 to taxpayers desirous 
of easing the heavy income tax load of 
the next two years. The notes are de- 
signed so that the purchaser can turn 
them back to the Treasury, in payment 
of any income or excess profits taxes due 
after January 1, 1942. The Treasury 
will not accept them before that date, 
nor after it unless they have been held 
at least three months. The notes bear 
the name of the purchaser and are not 
transferable or saleable to anyone other 
than the Treasury. 


To preserve uniform redemption val- 
ues, the notes, sold at face value during 
August, will be sold in later months at 
face value plus accumulated interest, 
which on the Series A-1943 (denomina- 
tions of $25, $50 and $100 and limited to 
$1,200 per year per customer) is 1.92%, 


and on the B-1943 (denominations of 
$100, $500, $1,000, $10,000, or $100,000 
without limit) .48%. The notes bear in- 
terest until August 1, 1943, unless sooner 
redeemed, but no interest is paid unless 
they are presented in payment of income 
taxes. 


To the extent that trustees pay in- 
come taxes, for example, in trusts where 
the income is accumulated or where there 
are capital gains, certain guardianships 
and committee accounts, there may be 
an opportunity for them to make use of 
the prepayment notes. In such instances 
the notes should constitute a particular- 
ly good medium for the investment of 
small cash balances. In cases where the 
notes are not available to the trustee 
himself, it may be appropriate for him 
to encourage beneficiaries to purchase 
them particularly in the smaller income 
cases where Series A would be used. 
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Statement of Condition 
JUNE 30, 1941 


RESOURCES 
First Mortgage Loans $4,743,411.82 
Secured Loans to 
Investors 
Real Estate Owned . 
Office Building, Furni- 
ture, etc 
Investments & 
Securities .... 
Other Resources 
Cash on Hand and 


10,537.25 
50,920.92 


39,383.58 


40,000.00 
2,003.14 


144,556.40 
Total Resources $5,030,813.11 
Member of Selected Federals, Inc. 


LIABILITIES 
Savings & Investment 
Share Accounts. . $4,156,423.37 
Advances from Fed- 
eral Home Loan 
296,250.00 
Mortgage Loans in 
Process 
Other Liabilities. . . 
Reserve for Uncol- 
lected Interest . . 
Reserves and Un- 
divided Profits . . 298,271.01 


Total Liabilities $5,030,813.11 


Federal Home Loan Bank System 


270,429.00 
4,056.02 


5,383.71 


Federal Savings and Loan Insurance Corporation 


Further Information May Be Obtained By Writing To: 


POMONA FIRST FEDERAL SAVINGS & LOAN ASSOCIATION 


260 SOUTH THOMAS STREET 


Record Forecast for Dividend- 
Paying Stocks 


A new record for dividend-paying com- 
mon stocks listed on the New York Stock 
Exchange is expected to be set this year as 
the current number reached 567 as of July 
1, the current issue of The Exchange, of- 
ficial publication, recently reported. The 
number of common shares yielding a re- 
turn in all of 1940 totaled 577. Dividend 
payments on 543 common stocks in the first 
six months of this year approximated 
$956,705,000, an increase of 8.2 per cent 
over the corresponding period of 1940, when 
495 common issues paid $884,524,000. Divi- 
dends on listed preferred stocks likewise 
increased, totaling $169,567,000 in the first 
half by comparison with $151,400,000 in the 
corresponding period a year ago. The gain 
was 12 per cent. 


Of the 543 dividend-paying stocks, 192 
yielded a larger return, and 110 of these 
were concentrated in the automobile, chem- 
ical food, machinery and metal, retail mer- 


POMONA, CALIFORNIA 


chandising and steel industries. Percent- 
agewise, the aircraft industry showed the 
greatest gain in earnings. Three compan- 
ies paid $8,151,000 on their common stock 
for a gain of 105 per cent over the $3,985,- 
000 paid in the same period in 1940. 


a | 


Doan Joins Denver Firm 


R. E. Doan, managing editor of The 
Bankers Magazine, New York, for the past 
two and a half years, has resigned to join 
the Harlan L. Shattuck Financial Adver- 
tising Service in Denver, Colorado. He 
will head the bank division of the Shattuck 
organization, which serves banks and other 
financial institutions in forty-seven states, 
Hawaii and Canada, producing a full line 
of coordinated window displays, newspaper 
ad mats, lobby posters, etc. 


Mr. Doan was previously director of pub- 
lic relations for The Denver National Bank 
and is co-author of the book “Increasing 
Personal Loan Business,” and has written 
in financial publications. 





CURRENT EVENTS 


Where There’s A Will. . 


F guests of the Ritz-Carlton, one of 

New York City’s better hotels, should 
become displeased with the service of the 
bell boys or the quality of the cuisine 
they might conceivably have to carry 
their complaints to one of America’s 
leading educators, President James Bry- 
ant Conant of Harvard University, their 
new landlord. Under the terms of the 
will of the late Robert Walton Goelet, 
member of one of New York’s oldest and 
wealthiest families, Harvard University 
received this valuable hotel property 
which is assessed by the city at nearly 
$4,000,000. Although it is within the 
discretion of the beneficiary to dispose 
of the hotel for an advantageous price, 
the university has chosen to operate it 
under the same policy and with the same 
personnel . . . Might prospective guests, 
in the future, have to pass a series of 
entrance exams before being admitted to 
the hotel and upon leaving rightly de- 
mand a degree in return?... 

* * * 


The United States Trust Company of 
New York was recently appointed execu- 
tor and trustee under the wills of three 
prominent New Yorkers, Henry Osborn 
Taylor, Dr. Walter C. Cramp and Seth 
Sprague. Mr. Taylor, author and phil- 
osopher, was one of the world’s foremost 
authorities on the history of civilization. 
He left his residuary estate of undeter- 
mined value to Harvard College to help 
increase the salaries of the faculty there 
... Dr. Cramp was an assistant profes- 
sor of surgery in the Bellevue Hospital 
Medical School. A graduate of Colgate, 
he was a trustee of the university and a 
former president of the Colgate Univer- 
sity Alumni Corporation . . . Mr. Spra- 
gue, president since 1921 of F. A. Foster 
and Company of New York, dealers in 
drapery fabrics, had been in charge of 
the New York office since 1893. 


* * * 


Patrick Francis McElroy, known as 
“Paddy” to thousands of residents of 
Long Island, during the sixty years in 
which he sold newspapers, books, candy 
and fruit on trains of the Long Island 


Railroad, left an estate of over $70,000, 
is was revealed recently. For many 
years he hawked his wares on a train 
patronized exclusively by wealthy resi- 
dents of Eastern Long Island. “Paddy,” 
whose humor and ready Celtic wit en- 
deared him to the many financial men 
who travelled on the train, was wont to 
tell of his friendships with J. Pierpont 
Morgan, Clarence H. Mackay and other 
well known financiers and bankers. It 
was surmised that valuable tips on the 
stock market obtained from them ac- 
counted for the accumulation of his un- 
suspected fortune. _An appraisal of the 
estate revealed that “Paddy’s” savings 
were invested in conservative, market- 
able securities... 
* * * 


LEADING figure in local banking 

circles for 21 years, Louis 8. Dud- 
ley, trust officer of the First Central 
Trust Company of Akron, Ohio, appoint- 
ed his bank executor and trustee of his 
estate. Mr. Dudley was in charge of the 
trust department ‘which administered 
trusts aggregating 36 million dollars. 
His career was notable for the establish- 
ment, chiefly through his efforts, of the 
Akron Foundation, organized for the 
purpose of placing charity funds in 
FEN sss 

* * * 

The Surrogate’s Court of Westchester 
County (N.Y.) New York recently ad- 
mitted to probate the will of Private Mel- 
vin Calton which was filled in on a blank 
in an instruction booklet issued to sold- 
iers soon after the draft went into effect. 
He was one of three soldiers drowned 
May 15 when an Army launch on which 
they were being transported collided with 
a barge in the East River. The will, 
executed and properly witnessed by two 
fellow soldiers on March 4, 1941, left the 
estate to Private Calton’s widow. In 
her petition Mrs. Calton said that the 
sole asset was a cause of action against 
the Erie Railroad, owner of the barge. . . 

While on the subject of selectees, 22- 
year-old John T. Dorrance, Jr., who re- 
ceives a $20,000-a-month allowance as 
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an heir to the Campbell soup millions, 
was recently inducted into the Army as 
a $21-a-month buck private... 

* * *% 

The Harvard Trust Company of Cam- 
bridge, Mass., has petitioned for ap- 
pointment as administrator with the will 
annexed of the estate of Frank H. Gold- 
ing, prominent New England utilities 
executive. Mr. Golding, former presi- 
dent and, at the time of his death, chair- 
man of the board of trustees of the 
New England Gas and Electric Associa- 
tion, was a vice president of the trust 
company. The will bequeaths all of his 
estate to his widow... 

The Northern Trust Company of Chi- 
cago was named contingent executor and 
co-trustee of the estate of the late Dan- 
iel Peterkin, Sr., president of the Mor- 
ton Salt Company since 1930. Mr. Peter- 
kin came to this country from Scotland 
in 1892 when he was 19 years old. He 
became associated with Jay Morton and 
Company in 1896. He had been also 
treasurer of the Standard Office Build- 


ing Corporation since 1912... 
* * %* 


Mrs. Helen McNulty Hammet, the Bos- 
ton court stenographer who four years 
ago became the bride-for-a-day of George 
H. Hammet, hardware merchant, in a 
ceremony conducted while Mr. Hammet 
was on his deathbed, won her battle for 
the bulk of his $300,000 estate. Under 
a recent compromise settlement, she re- 
ceived $75,000 and the residue of the 
estate after other bequests are paid. 
The will, drawn two days before Mr. 
Hammet died, named Mrs. Hammet, who 
was his second wife, principal beneficiary 
and bequeathed $5,000 and capital stock 
in the hardware business to a son by 
the first marriage. Young Hammet, who 
contested the will, received $50,000 under 
the compromise... 

*. * * 


The Fidelity and Columbia Trust Com- 
pany of Louisville, Ky., is co-executor of 
the estate of John Watson Barr, Jr., fin- 
ancier, banker and lawyer, who played 
an imporatant part in shaping Louis- 
ville’s financial, industrial and political 
structure. At the height of his career 
Mr. Barr was an officer or director of a 
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score of banks and corporations. He 
was a member of the board of trustees 
of the University of Louisville, and when 
Woodrow Wilson was president of 
Princeton he also served on the board of 
that university, of which he was an 
alumnus. Mr. Barr was one of the men 
who organized the Louisville Industria] 
Foundation and spent considerable time 
and money in helping obtain the Cum- 
berland Falls park area for the State of 
Kentucky... 


* * * 


Murray S. Kaplan, attorney and long- 
time friend of Albert A. Dahn, vice pres- 
ident and director of the Gottfried Bak- 
ing Company, who left a half interest in 
an estimated residuary estate of $1,000,- 
000 to Mr. Kaplan, regrets today that he 
had to be the object of the testator’s 
generosity. It may result in a net loss 
of $15,000 for the unfortunate benefic- 
iary, who recently filed suit in the Suffolk 
County (N.Y.) Surrogate’s Court, oppos- 
ing fees asked by his attorneys for han- 
dling of the estate. Relatives of Mr. 
Dahn had contested the will, objecting 
to the sizeable bequest made to Mr. Kap- 
lan. An audit disclosed that the estate 
was worth only $340,000 instead of the 
estimated $1,000,000. Kaplan’s share was 
$139,855. A settlement was effected with 
Mr. Dahn’s relatives in which they took 
$65,100 of Mr. Kaplan’s share. Mean- 
while, his attorneys presented claims to- 
taling $90,000. If these are allowed, the 
unfortunate beneficiary stands to lose 
about $15,000 on what started out to be 
an inheritance of a half-million!!! 


John R. Galt 


John Randolph Galt, who spent most of 
his career as a banker in Hawaii, but since 
his retirement from the presidency of the 
Hawaiian Trust Company five years ago 
had made his home in East Orange and 
Montclair, N. J., died of a heart attack re- 
cently. He was 74 years old. Mr. Galt, 
who had been prominent in the business and 
civic life of Honolulu for 35 years, went 
there as an official of the Hawaiian Trust 
Company, first as secretary, then president 
and finally chairman of the board. Mr. Galt 
was also chairman of the chamber of com- 
merce of Honolulu. 





CURRENT EVENTS 


Personnel Changes in Trust Institutions 


ALABAMA 


Mobile—J. FINLEY McRAE was recent- 
ly advanced from executive vice president 
and director to president of the Merchants 
National Bank, succeeding the late Ernest 
F. Ladd. Mr. McRae has been associated 
with the bank for the past 26 years and 
was elected executive vice president in 1938. 


ARIZONA 


Phoenix—HERBERT L. FLETCHER, 
trust officer of the Valley National Bank, 
recently announced his retirement from 
banking to devote his time to farming on 
his extensive ranch north of Peoria, Ari- 
zona. 


ILLINOIS 


Bloomington — EVERETT L. BEAL, 
formerly first vice presider.t of the Amer- 
ican State Bank, has been elected to the 
presidency of that bank. 

Chicago—LESTER CASTLE has been 
elected president of the Austin State Bank, 
succeeding P. D. CASTLE who was made 
chairman of the board. 


INDIANA 


Aurora—CHARLES R. KLINGELHOF- 
FER was recently appointed cashier and 
assistant trust officer of the First National 
Bank to succeed the late Harley H. Hill. 
Mr. Klingelhoffer has been in the employ 
of the bank for the past 16 years. 

Fort Wayne—DONNELLY P. McDON- 
ALD, secretary of the Peoples Trust and 
Savings Bank for eleven years, was elevated 
to the presidency to succeed his father, the 
late Patrick J. McDonald; LAWRENCE 
MULLEN was advanced from assistant 
secretary to secretary; WILLIAM F. 
RYAN was advanced from assistant trust 
officer to trust officer and elected director. 


MASSACHUSETTS 


Boston — BERNARD W. TRAFFORD 
has recently resigned as chairman of the 
board of the First National Bank after 
having served in that position since 1935. 


MISSOURI 


St. Joseph—ROBERT B. ORR, for sever- 
al years in the trust department of the 
First Trust Company, was promoted from 
secretary to vice president. _ MURRAY 
ADAMS was elected secretary to succeed 
Mr. Orr. 


MONTANA 


Butte—ANDREW J. DAVIS, JR., here- 
tofore vice president of the First National 
Bank, was elected president to succeed his 
father, the late Andrew J. Davis. 


NEW JERSEY 


Paterson—CARVEL C. LINDEN was re- 
cently elected vice president of the Second 
National Bank. Mr. Linden has been a na- 
tional bank examiner in several federal re- 
serve districts for the past 18 years. 


Westfield—GORDON T. PARRY, former- 
ly secretary and treasurer of the Peoples 
Bank and Trust Company, has been elected 
vice president and treasurer. DONALD 
McDOUGALL, formerly trust officer and 
assistant secretary, has been named secre- — 
tary and trust officer. Miss HELEN H. 
PIERSON, formerly assistant treasurer 
was made also assistant secretary. 


NEW YORK 


Albany — ADDISON KEIM, executive 
vice president and secretary of the First 
Trust Company was recently elected pres- 
ident. B. JERMAIN SAVAGE, member of 
the law firm of Cooper, Erving and Savage, 
was named to head the board of directors. 


Gouverneur — GEORGE W. EVANS, 
formerly cashier and trust officer of the 
Bank of Gouverneur, was recently elected 
executive vice president. He will continue 
to act as trust officer. 


Johnstown—DONALD J. CLARK of 
Watertown, N. Y., was recently elected exe- 
cutive vice president and trust officer of 
the Peoples Bank of Johnstown. For the 
past seven years he has been a bank ex- 
aminer for the Comptroller of the Currency 
in the Second Federal Reserve District. 


Brooklyn—JOSEPH MICHAELS, JR., 
was recently elected a trustee of the Brook- 
lyn Trust Company, and WALLACE H. 
SLOAT, secretary, was elected vice pres- 
ident and secretary. ALFRED G. RUEHLE 
was advanced from assistant secretary to 
vice president. 


Syracuse—RALPH S. WIEGAND was 
recently appointed assistant trust officer of 
the First Trust and Deposit Company. He 
had been in charge of the bank’s FHA 
mortgage investments. 





NORTH CAROLINA 


Charlotte — COURTNEY R. MAUZY, 
who for the past ten years has been a mem- 
ber of the trust department of the Wachovia 
Bank and Trust Company, has been ap- 
pointed trust officer and head of the de- 
partment to succeed Lawrence E. Watt, who 
recently resigned. Mr. Mz.uzy is a special- 
ist in estate taxation. 


PENNSYLVANIA 


Philadelphia—GLEN K. MORRIS, vice 
president of the National Bank of German- 
town and Trust Company, was elected pres- 
ident to succeed JOHN C. KNOX, who re- 
signed on account of ill health. Mr. Knox 
was elected chairman of the board. Mr. 
Morris was for many years associated with 
the Federal Reserve Bank in Philadelphia. 

Philadelphia—WARREN H. WOODER- 
ING, treasurer of the Land Title Bank and 
Trust Company was elected also vice pres- 
ident. Mr. Woodering is a past president 
of the Philadelphia Chapter of the National 
Association of Bank Auditors and Comp- 
trollers. 

Philadelphia — LOUIS VAN METER, 
trust officer of 
the Provident 
Trust Com- 
pany, has been 
advanced 
to the position 
of vice presi- 
dent. Mr. Van 
Meter has been 
associated with 
the company 
since 1920 and 
has been a 
trust officer 
since 1932. 


Pittsburgh— 
JOHN G. 
KISH, hereto- 
fore assistant auditor of the Colonial Trust 
Company, was recently elected assistant 
trust officer. He has been with the bank 
since 1925, and has been in the trust de- 
partment for 12 years. 

Pittsburgh—J. JUDSON BROOKS, II 
was recently elected assistant trust officer 
of the First National Bank. Mr. Brooks 
is the son of the bank’s president, Frank F. 
Brooks. 


LOUIS W. VAN METER 


SOUTH CAROLINA 


Hartsville——A. L. M. WIGGINS, vice 
president of the Trust Company of South 
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Carolina was recently elected president to 
succeed the late J. J. Lawton. Mr. Wiggins 
is president of the Bank of Hartsville and 
is chairman of the Federal Legislative Com- 
mittee of the American Bankers Associa- 
tion. 


WISCONSIN 


Janesville—-GEORGE De BRUIN, secre- 
tary of the Rock County Savings and Trust 
Company, has recently been promoted to 
vice president. 


Trust Institution Briefs 


Lowell, Mass.—The name of the Union 
Old Lowell National Bank has been changed 
to the Union National Bank of Lowell. 


Paterson, N. J.—The Paterson Savings 
Institution has acquired the adjoining 
property of the defunct Hamilton Trust 
Company. Dr. Andrew F. McBride, presi- 
dent of the Savings Bank, said that the 
growth of its business required additional 
space, particularly for the mortgage and 
trust departments. 


New York, N. Y.—The Central Hanover 
Bank and Trust Company was recently au- 
thorized to open a branch office in Rocke- 
feller Center, on or after May 1, 1942, 
conditioned upon the discontinuance of the 
branch office now maintained at 608 Fifth 
Avenue. 

New York, N. Y.—The Rockefeller Cen- 
ter branch of the Chemical Bank and Trust 
Company had its formal opening recently. 
Mr. C. D. Duncan, vice president, heads the 
staff of this new branch and qualified repre- 
sentatives of the Corporate Trust, Personal 
Trust and Foreign Departments are avail- 
able for consultation. 


New York, N. Y.—With the installation 
of music by Muzak just completed in the 
Personal Credit Department of the 42nd 
Street branch of the National City Bank, 
officials have issued an additional order 
for a similar installation in eight other 
sections of the bank. Music as a means of 
breaking the monotony of work, reducing 
fatigue and bolstering morale is being util- 
ized by a growing number of companies, 
but the National City, it is believed, is the 
first banking institution to adopt the plan. 

Rutland, Vt—The Clement National 
Bank was recently absorbed by the Killing- 
ton National Bank of Rutland and the Rut- 
land Trust Company. 





CURRENT EVENTS 


In Memoriam 


Robert L. Chamberlain 


Robert Linton Chamberlain, a founder of 
the Putnam Trust Company of Greenwich, 
Conn., and its president since 1916, died 
recently at the age of 69. With others he 
founded the Putnam Trust Company in 
1914. His other business connections in- 
cluded the Putnam Title Mortgage Com- 
pany, of which he was president; the Title 
Insurance and Mortgage Company of Stam- 
ford, of which he was a director, and the 
Greenwich Clearing House Association, of 
which he was the first president. Mr. Cham- 
berlain, who was very active in civic af- 
fairs, was a former president of the Green- 
wich Chamber of Commerce. 


James A. Baker 


Captain James A. Baker, chairman of the 
board of the South Texas Commercial Na- 
tional Bank of Houston, passed away on 
August 2, at the age of 84, after a brief 
illness. Captain Baker, a lawyer by pro- 
fession, was a member of the firm of 
Baker, Botts, Andrews and Wharton and 
was the first and only chairman of the 
board of trustees of Rice Institute in Hous- 
ton. He was one of the organizers of the 
Old Commercial National Bank, which later 
merged with the South Texas National. 


Robert C. Hogan 


Robert Cecil Hogan, a vice president of 
the Bankers Trust Company of New York, 
passed away recently at the age of 56. Mr. 
Hogan was with the Title Guarantee and 
Trust Company in Baltimore from 1907 to 
1920 as assistant secretary and treasurer. 
He joined the Bankers Trust in 1920 and 
was made a vice president in 1931. He was 
in charge of the credit analysis department. 


Ernest F. Ladd 


Ernest F. Ladd, President of the Mer- 
chants National Bank of Mobile, Ala., one of 
the city’s leading bankers and prominent in 
banking circles throughout the State, died 
on August 1. 


George P. Edwards 


George Porter Edwards, publisher of the 
“Coast Banker” since 1908, and for more 
than forty years prominent in the banking 
publication field, died in San Francisco at 
the age of 78. 


New Books 


Executorship Law and Accounts in 
New Zealand 


A. E. J. ANDERSON. Butterworth & Co. Litd., 
Wellington, N. Z. 278 pp. 27/6d. 


It is rather generally recognized that 
trust business in the United States may 
profit from the experiences in other com- 
mon law countries. Gilbert Stephenson’s 
studies are proof enough of that recogni- 
tion. This book, while in the main concern- 
ed with peculiarly local problems, offers 
another opportunity for benefiting from in- 
terchange of ideas and practices. While 
the title is restricted to executorships, the 
book covers trust accounting as well. Forms 
add to its value. 

Mr. Anderson is assistant accountant in 
the Public Trust Office of New Zealand, 
considered one of the most advanced trust 
organizations in the world. 


a 


Investments 


DAVID F. JORDAN. Prentice-Hall, Inc., 
York. 480 pp. $4.75. 


New 


This fourth revised edition is divided in- 
to two parts: investment principles and se- 
curities analysis. Recognition is given to 
the tremendous changes which have taken 
place in the investment world in the last 
decade—trends in favorite investments, 
Federal regulation, unlisted securities, com- 
mon stocks, ete. Professor Jordan writes 
interestingly in an ordinarily dully techni- 
cal field. This is the 21st printing since the 
original in 1919, sufficient proof of the 
book’s value. 

ee 


Blackstone’s Commentaries on the 
Law 


BERNARD C. GAVIT. Washington Law Book 
Co. 1050 pp. $6. 


It would well repay those concerned with 
the law of property to reread Blackstone in 
this modernized, Americanized, revitalized 
edition of the old masterpiece. Some of the 
features of this edition are: original text 
from Brown’s abridged edition, modern 
American notes by Dean Gavit after each 
chapter, a biographical sketch, table of 
common law maxims, and glossary. Recol- 
lection of the lasting and fundamental prin- 
ciples of the common law ought always to 
be refreshed. 





/ 


ni 


ie Hi 


aS 
sink) = 


TRUSTS and ESTATES—August 1941 


Fry» FIDUCIARY 


LAW. 


New Solution to Principal - Income Problems 
California Statute Builds on Uniform Law 


and Later Decisions 


WALTER E. BRUNS 
Vice President and Trust Officer, Bank of America N. T. & S. A., San Francisco; 
Chairman, Committee on Principal and Income Act, Trust Division, 
California Bankers Association 


HE signing by the Governor of Cal- 

ifornia of Senate Bill No. 256, known 
as the “Principal and Income Act,” cul- 
minates four years of intensive work on 
the part of the Trust Division of the 
California Bankers Association and its 
various principal and income act com- 
mittees. With one or two inconsequen- 
tial amendments, the bill as approved by 
the Governor, and which will become law 
September 13, is identical with legisla- 
tion proposed by the trust companies of 
California. This gratifying conclusion 
is the result of the policy 
of the Executive Committee 
of the Trust Division in 
withholding the presenta- 
tion of legislation on the 
subject until the matter had 
been thoroughly examined 
and the Act had been ap- 
proved by all banks and 
trust companies in the 
State. 

While the Act is based 
upon the Uniform Princi- 
pal and Income Act drafted 
in 1931, it embodies the 
experience gained by trust 
men since that time and 


SS i ent Ta 


210 


WALTER E. BRUNS 


takes into account new case law affecting 
principal and income problems. The fol- 
lowing is a brief summary of some of 
the more important sections: 

Section 4 of the Act, relating to ap- 
portionment of income, deviates from the 
rule laid down in the Uniform Principal 
and Income Act and conforms to the 
rule of Estate of Lockhart,* 21 Cal. App. 
(2nd) 574. The Section provides that 
a tenant’s right to income from a trust 
shall cease at the tenant’s death and that 
only those payments theretofore actually 

paid to the tenant or actu- 
ally in the hands of the 
trustee for payment to the 
tenant at the date of death 
shall belong to the tenant 
or his personal representa- 
tive and all income actually 
received by the trustee 
after such termination shall 
be paid to the person next 
entitled. It was felt that 
this rule was more prac- 
tical and workable than the 
theory adopted by the Na- 
tional Conference of Com- 


*See August 1937 Trust Com- 
panies 251. 
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missioners on Uniform State Laws. Also, 
it has the benefit of having been passed 
on approvingly by the Supreme Court of 
California. 


Dividends 


ECTION 5, concerning corporate divi- 

dends and share rights, follows the 
Uniform Act except that such stock divi- 
dends as would be income under revenue 
laws are declared to be income. Gener- 
ally speaking, the Act follows the Mass- 
achusetts rule and provides that divi- 
dends payable in shares of the corpora- 
tion of the same kind and rank as the 
stock on which the dividend is paid, and 
any other stock dividends which repre- 
sent a capitalization of surplus not de- 
rived from earnings, shall be deemed to 
be principal and all other stock dividends 
shall be deemed income. 


There is also included a provision that 
the trustee may rely upon the statement 
of the declaring corporation when such 
corporation indicates the character of 
the dividend. Because of the increasing 
requirements of the taxing authorities 
practically all corporations today have 
assumed the burden of informing their 
stockholders of the character of the divi- 
dend. It was believed, therefore, that by 
permitting the trustee to accept the state- 
ment of the declaring corporation, a 
sound practical rule would result. 


Section 6, relating to premium and 
discount bonds, follows the Uniform Act 
and eliminates the necessity of amor- 
tizing premiums on bonds purchased. It 
was established in California in Estate 
of Gartenlaub, 185 Cal. 648, that prem- 
iums must be amortized. 


Natural Resources and Depleting 
Assets 


ECTION 9, concerning the disposi- 

tion of natural resources, aroused con- 
siderable discussion among California 
trust men. It became evident early that 
the like provision of the Uniform Act 
was not in accordance with the weight 
of court decisions in the country and 
that the theory thereof did not conform 
to the theory of Section 10 which dealt 
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with principal subject to depletion. Sec- 
tion 9 of the Act as adopted accepts the 
orthodox rule that the returns from 
wasting assets are principal if the trus- 
tee is under a duty to convert, but where 
the trustee is not under a duty to con- 
vert, the returns are income. 


Section 10, as indicated above, covers 
principal subject to depletion and follows 
the Uniform Act with minor modifica- 
tions to conform to California problems. 
It adopts the theory mentioned in con- 
nection with Section 9, placing the em- 
phasis on the duty to convert. The Sec- 
tion covers property such as leaseholds, 
patents, copyrights and royalty-rights. 
The theory underlying both Sections 9 
and 10 may be stated practically as fol- 
lows: If the settlor during his lifetime 
had property from which he was taking 
natural resources or had a leasehold, 
patent or copyright, it is reasonable to 
believe that it would be his intention at 
his death that the royalties and other 
payments received from such type of 
property be treated as income and be paid 
to the life tenant. If, however, he 
charged the trustee with the duty to sell 
such property, then it must be supposed 
that he intended such asset to be treated 
as a principal item and that only a fair 
income percentage of the returns of the 
property should be treated as income 
until the asset is sold. 


Section 11, concerning unproductive 
estates, follows exactly the language of 
the Uniform Act, setting out a mathe- 
matical formula by which a certain pro- 
portion of the returns of the unproduc- 
tive estate when it is finally sold is re- 
turned to the income account. 


Foreclosed Property 


ECTION 11A covers a subject which 

was not dealt with in the Uniform 
Act. It provides a rule of apportionment 
covering property acquired by foreclo- 
sure. It adopts as a basis the rule that 
property so acquired shall be treated as 
a single substituted asset and that after 
it is acquired the income therefrom shall 
be apportioned in the same manner as 
provided by the Act for all other prop- 
erty of the trust either acquired by pur- 
chase or from the settlor. It provides 
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further that if any gain or profit is real- 
ized on a sale, satisfaction, or transfer 
of the asset which is not either a leas- 
ing or a letting, such gain shall be cred- 
ited to the income account in an amount 
not in excess of the unpaid interest on 
the original obligation. 

An additional paragraph of this Sec- 
tion also covers a matter not included 
in the Uniform Act. It provides that the 
proceeds realized upon the sale, surren- 
der or disposition of a bond, debenture, 
note or other evidence of indebtedness 
which has been received through partici- 
pation in the enforcement of such obli- 
gation shall be divided between princi- 
pal and income, computing interest at 
the rate specified in the obligation. 


Compensation 


ECTION 12, on the matter of ex- 

penses, diverges from the Uniform 
Act in one important particular: Where- 
as the Uniform Act provides that trus- 
tees’ compensation and attorneys’ fees 
shall be paid entirely out of income, the 
California law provides that attorneys’ 


fees for ordinary and current services 
and trustees’ compensation for both or- 
dinary and extraordinary services, ex- 
elusive of compensation for acceptance 
or distribution, shall be paid one-half 
out of income and one-half out of prin- 
cipal or in such other proportion as the 
court may direct. It also provides that 
in the case of testamentary trusts where 
on any current trustees’ accounting there 
are found to be insufficient principal 
moneys available for the payment of 
trustees’ compensation, the court may 
direct that for such period the whole or 
any part of such compensation shall be 
paid out of any income available subject 
to such conditions relative to reimburse- 
ment out of principal at a later date as 
the court may direct. 

This provision likewise was the sub- 
ject of considerable controversy among 
trust officials in California. The rule as 
finally adopted was felt to be in line 
with the current desire on the part of 
trustees to alleviate the distress caused 
to many life tenants because of present 
low returns on securities and as being 
a fairer distribution of the cost of ad- 
ministering the trust. 
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Time of Taking Effect 


AREFUL consideration was given to 

Section 15 which covers the time of 
taking effect of the provisions of the 
Act. A survey of the laws of other 
states wherein the Uniform Principal 
and Income Act or modifications thereof 
were adopted indicated that there was 
a considerable divergence of opinion with 
respect to this Section. This Section, 
as finally adopted in California, is word- 
ed as follows: 


“SECTION 15. This act shall apply 
to all transactions by which a principal 
shall be established which become legally 
effective on or after the effective date of 
this act. It shall also apply to all re- 
vocable trusts existing on and prior to 
that date and to all other trusts tothe 
extent to which they may be at that or 
any later time amendable by the settlor 
in respect to matters covered by this 
Act; but provisions of such trusts incon- 
sistent with the provisions of this Act 
shall govern to the extent provided in 
Section 2.” 


Credit for the legislation belongs to 
a great many trust men throughout the 
State who were untiring in their efforts 
to see the problem through and to pre- 
sent a sound and uniformly approved 
Act to the State Legislature. Particu- 
lar credit must be given to Walter L. 
Nossaman, Trust Counsel, Security-First 
National Bank of Los Angeles, who aid- 
ed the various committees in the direct 
drafting of the Bill and who made an 
exhaustive study* of decisions governing 
apportionment of income and principal 
rendered since the date of the drafting 
of the original Uniform Principal and 
Income Act, and to A. G. Reader, secre- 
tary, Union Title Insurance & Trust 
Company, San Diego, Carl P. Smith, 
vice president and trust officer, Citizens 
National Trust & Savings Bank, Los 
Angeles, and R. V. Walsh, assistant trust 
officer, Crocker First National Bank, 
San Francisco, members of the Princi- 
pal and Income Act Committee, who 
made the task of the Chairman of the 
Committee a very pleasant one, and to 
the members of the Executive Committee 
of the Trust Division. 


*See Oct. 1939 Trusts and Estates 395. 
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The Dominion Succession Duty Act 
Canada Enters Field of Death Taxation 


J. RAGNAR JOHNSON 
Manager, Crown Trust Company, Toronto, Canada 


N June 14th, 1941, Royal Assent was 

given to The Dominion Succession 
Duty Act as passed by the Parliament 
of Canada, thus fulfilling a forecast 
made in the Sirois Report that such a 
step might be taken in time of emer- 
gency.* This is the first legislation re- 
specting successions passed by the Can- 
adian Parliament and it creates a new 
Dominion tax in addition to the succes- 
sion duties payable to the various pro- 
vinces. 


In introducing the measure, Hon. J. 
L. Ilsley, Minister of Finance, indicated 
forcibly that this new tax is to be re- 
garded as a permanent one and not a 
temporary war measure. Mr. Ilisley 
stated further that neither the pro- 
vinces nor the Dominion had any ex- 
clusive rights to this source of revenue. 
He remarked that the general level of 
rates he was proposing “is roughly com- 
parable with the level of the provincial 
taxes, but probably somewhat lighter 
on the average than the rates in most 
provinces. The combination of these 
new Dominion rates and the provincial 
rates, should result in a total tax of 
about the same general magnitude as 
the British death duties. The total 
Canadian rates would be somewhat 
higher than the British rates on others 
than close relations while they tend to 
be lower where an estate is divided 
among a number of members of the de- 
ceased’s own family.” 


During the debates in the House, 
criticism of the new impost was led by 
Hon. R. B. Hanson, leader of the oppo- 
sition, who urged that those who amass 
wealth by “efficiency, thrift and the ap- 
plication of good business principles” 
should not be penalized too severely. 
He contended that “every incentive to 


*Trusts and Estates, July, 1940, p. 5. 
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thrift” would be destroyed and, while 
not objecting to the principle of succes- 
sion duties, warned that “there should 
not be two succession duties on the 
same dollar.” 


The Government spokesman replied 
that the need of revenue is “very great,” 
and that if the Dominion were alone in 
imposing succession duties the rates 
would be “considerably higher:” As it 
is, he explained, the rates are designed 
to be, in conjunction with the provincial 
rates, “what people can reasonably be 
expected to bear.” 


Application of Act 


HE new act applies to the estates 

of all those dying after June 14th. 
Succession is defined as “every past or 
future disposition of property, by rea- 
son whereof any person has or shall be- 
come beneficially entitled to any prop- 
erty or the income thereof upon the 
death of any deceased person, either 
immediately or after any interval, either 
certainly or contingently, and either 
originally or by way of substitutive 
limitation, and every devolution by law 
of any beneficial interest in property, 
or the income thereof, upon the death of 
any such deceased person, to any other 
person in possession or expectancy, and 
also includes any disposition of prop- 
erty deemed by this act to be included 
in a succession.” 


For the purpose of levying duty the 
new act cuts through the standard 
classification of beneficiaries used by 
the provinces. Thus the Ontario Suc- 
cession Duty Act, which may be regard- 
ed as typical, divides beneficiaries into 
three main classes: preferred, collateral 
and stranger. The Dominion act makes 
four classifications according to their 
relationship to the deceased. 





Variations in Classes 


HE preferred (or lineal) class un- 

der the Ontario act includes grand- 
parents, parents, husband, wife, chil- 
dren, including adopted children, grand- 
children and children-in-law of the de- 
ceased. 

Class A under the Dominion act in- 
cludes only the widow and children un- 
der eighteen years of age or infirm chil- 
dren. 

The collateral class of the provinces 
includes uncles, aunts, cousins, neph- 
ews, nieces, brothers and sisters of the 
deceased, or any descendents of such 
brothers or sisters. 

The Dominion class B includes grand- 
parents, parents, husband, sons and 
daughters-in-law and children of the 
deceased eighteen years of age or over 
and not dependent upon the deceased 
at the time of death for support on ac- 
count of mental or physical infirmity. 

The stranger class of the province in- 
cludes remote relatives and strangers- 
in-blood of the deceased. 

The Dominion class C includes lineal 
ancestors (except grandparents or par- 
ents,) brothers and sisters and their 
descendents as well as uncles and aunts 
and their descendents. 

The Dominion class D includes re- 
mote collateral relatives and strangers- 
in-blood of the deceased. 

A child is defined as “any child of 
the deceased including any person law- 
fully adopted while under the age of 
twelve years by the deceased as his 
child and any lineal descendent of any 
such child, provided that such child 
was under eighteen years of age at the 
date of the death of the deceased or, 
at the said date, was dependent upon 
the deceased for support on account of 
mental or physical infirmity.” 


How Tax Applies 


N exemption of $20,000 is provided 

on property passing to a widow. 
If she gets more than $20,000 she pays 
only on the amount by which it exceeds 
$20,000. A widower, on the other hand, 
receives no exemption and pays a high- 
er tax rate. <A similar exemption of 
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$5,000 is provided for children under 
eighteen years of age or children depen- 
dent on the deceased because of physi- 
cal or mental infirmity. A lower rate 
of tax will be imposed on these children 
and the widow than will be applied 
against other children or grandchildren. 

Estates of less than $5,000 will not 
be taxable nor bequests of less than 
$1,000. These exceptions are designed 
to cut down the need for investigating 
and assessing small estates. Like the 


provincial succession duties, the tax 
rate increases with the value of the es- 
Examples of rates are given be- 


tate. 
low. 


Successions Taxable 


OMINION succession duties are 
D limited to successions: (a) Where 
the deceased is domiciled in Canada. In 
this case all property no matter where 
situated, except real property situated 
outside Canada, is subject to taxation. 
(b) Where the deceased is domiciled 
outside Canada. Here only the prop- 
erty situated in Canada is taxable. 

In the case of a person dying domi- 
ciled outside Canada, the amount of ex- 
emption allowed is limited to such pro- 
portion of the total exemption as the 
value of the property situated in Can- 
ada bears to the total value of the prop- 
erty wherever situated. 

No duty is imposed on the proceeds 


- of any insurance policy if the assured 


was at the time of death domiciled out- 
side Canada. 

Certain special exemptions are pro- 
vided for widows of those who die as 
the result of active service with the 
Canadian or allied naval, military or 
air forces in such circumstances that 
the widow would be entitled to receive 
a pension. 


Valuation 


HE act sets out how the dutiable 

value of any property included in a 
succession is to be determined, and in 
order to show that each successor is 
liable for duty only on the individual 
benefit passing to him, ‘dutiable value’ 
is defined as meaning “in the case of 
the death of a person domiciled in Can- 
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ada, the fair market value, as at the 
date of death, of all property included 
in a succession to a successor less the 
exemptions and allowances, and less 
the value of real property situated out- 
side of Canada, and means, in the case 
of the death of a person domiciled out- 
side of Canada, the fair market value 
of property situated in Canada of the 
deceased included in a succession to a 
successor less the exemptions and al- 
lowances.” 


The “fair market value” of property 
as referred to above may be ascertained 
by those who have charge of the admin- 
istration of the act in such manner and 
by such means as is considered appro- 
priate by the Minister of National 
Revenue. 


Payment of Duty 


UTY on an annuity, term of years, 

life estate, or income created by the 
will of the deceased is payable in four 
annual instalments, commencing a year 
after death. Duty on interests in ex- 
pectancy is payable within three months 
after they come into possession on the 
basis of the value of the interest at that 
time. Provision is made, however, that 
interests in expectancy may be valued 
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at the date of death and the duty paid 
on the basis of such valuation. Duty 
on all other taxable interests is payable 
within six months of the date of death. 


If the duty is not paid within the 
time provided, interest will be charged 
at the rate of 5% per annum. Unlike 
the practice in the provinces, no inter- 
est is to be paid by the Dominion gov- 
ernment on any duty paid in advance. 
Security for the payment of duty satis- 
factory to the Minister may be accepted 
by him. Where the Minister is satisfied 
that payment cannot be made within a 
specified period without excessive sacri- 
fice he may extend the time for payment 
on such terms as he thinks fit. Estate 
property cannot be transferred until 
the duty thereon has been paid or se- 
cured. 


Appeals and Regulations 


ROVISION is made for an appeal 

by any person who objects to the 
amount of duty assessed or who con- 
siders that an excessive valuation has 
been placed on any property. Security 
for costs must be provided, and the pro- 
ceedings are heard in the Exchequer 
Court of Canada which is given exclu- 
sive jurisdiction to hear and determine 


EXAMPLES OF RATES OF DUTY 








Initial 
Rates 
Aggregate Net Value Dependent 
on 
Not Aggregate 


Dutiable Value 


Additional Rates Dependent 
on Dutiable Value 


Not Class Class Class Class 


Exceeding Exceeding Net Value Exceeding Exceeding A B C D 


$ $ To $ 


1,000 
5,000 
10,000 
25,000 
50,000 
75,000 


6,000 
13,000 
27,000 
52,500 
77,500 


5,000 
10,000 
25,000 
50,000 
75,000 


$ 


1,800 
6,000 
13,000 
27,000 
52,500 
77,500 


100,000 
200,000 
500,000 
1,000,000 
2,000,000 
5,000,000 


102,500 
210,000 
525,000 
1,050,000 
2,100,000 


and over 


100,000 
200,000 
500,000 
1,000,000 
2,000,000 


102,500 
210,000 
525,000 
1,050,000 
2,100,000 


5,000,000 and over 
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This company 
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erties located in 56 of the 
67 counties in Pennsylvania. 


LAND TITLE BANK 
AND TRUST COMPANY 


PHILADELPHIA 


Main Office: Broad and Chestnut Sts. 
Downtown Office: 517 Chestnut Street 


Member Federal Deposit Insurance Corporation 


all questions arising in connection with 
any assessment made under the act. 


The formal administration of the act 
and the “control and management of 
the duties imposed” come under the 
Minister of National Revenue who “may 
make any regulations deemed neces- 
sary” for carrying the act into effect. 
The actual administration is by the 
Commissioner of Income Tax, and while 
acting in this capacity he is known as 
Commissioner of Succession Duties. He 
has to assist him all officers in the em- 
ploy of the Income Tax division. 


Preliminary regulations have been is- 
sued and these have to do with the 
formalities of filing returns and the re- 
quirements in connection with the same, 
the opening of safety deposit boxes by 
officers of banks and trust companies, 
joint deposit accounts, security require- 
ments including the form of bonds ac- 
ceptable, valuations, etc. 
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Articles and Notes on 
Recent Decisions 


U. S. Freezing of European Assets, by 
Frederick W. Eisner—The Bankers Maga- 
zine, August. 

Freezing-Fund Executive Orders and 
Trust Property, by J. O. Brott—The Trust 
Bulletin, July-August. 

Duty of Testamentary Trustee to Con- 
vert Nonlegal Securities (Casani’s Estate, 
Pa.)—Temple Univ. Law Quarterly, July. 

Escheat—Operation and Effect—Recovery 
of Proceeds of Escheated Property by Heirs 
(Wood v. Sprague, Ore.)—Oregon Law Re- 
view, June. 

Wills — Grandchildren as Pretermitted 
Heirs (Estate of Todd, Cal.)—California 
Law Review, July. 

Power of Trustee to Invest in Stock of 
Private Corporation (Toberman v. St. Louis 
Union Trust Co., and Rand v. McKittrick, 
Mo.)—Washington Univ. Law Quarterly, 
June. 

Foreign Funds Control Through Presi- 
dential Freezing Orders—Columbia Law Re- 
view, June. 

Right of Committee to Exercise Incom- 
petent’s Power to Control Trust Invest- 
ments (Equitable Trust Co. v. Union Na- 
tional Bank, Del.)—Ibid. 

Wills — Construction — Requirement of 
Survival (In re McCombs’ Estate, N. Y.)— 
Ibid. 

Wills — Legacy to Attesting Witness 
Saved Through Avoidance of Testifying (In 
re Walters’ Estate, N. Y.)—Ibid. 


ee 


Rights of Entry, Possibilities of Re- 
verter, Resulting Trusts and the 
Rule against Perpetuities 


ROBERT N. COOK. 
terly, July 1941. 


Temple Univ. Law Quar- 


This article examines the history and ra- 
tionale of the principle of law that the rule 
against perpetuities does not apply to the 
interests mentioned in the title of the arti- 
cle. Concluding that the rule ought to ap- 
ply, the author suggests that “to preserve 
the beneficial nature of restrictions which 
tend to make the land alienable, the cove- 
nants should be enforced by equity so long 
as circumstances justify. No action at law 
for damages or forfeiture should be allowed 
after the period permitted by the rule 
against perpetuities.” 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 


Los Angeles 


MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 
NEW YORK: Joseph Trachtman—aAttorney-at-law, New York City 
ONTARIO: L. G. Goodenough—Leonard & Leonard, Toronto 


The complete roster of editors appears in June and December. 


Accounting—Court—Failure to Dis- 
close Hazardousness of Investment— 
Infants Not Chargeable with Laches 


New Jersey—Court of Errors and Appeals 


Rothenberg v. Franklin Washington Trust Co., 
129 N. J. Eq. 361. 


The defendant-trustee made certain mort- 
gage investments, in which two of the com- 
plainants possessed a beneficial interest, 
prior to their attaining majority. A guar- 
dian ad litem was appointed on behalf of 
the infants at the time the account was 
submitted by the trustee. The account, 
however, did not offer sufficient details and 
failed to reveal the fact that certain mort- 
gages were improperly purchased from an 
affiliate company. Upon attaining major- 
ity, the infant complainants challenged the 
trustee’s good faith in making these pur- 
chases in their behalf. 

HELD: “Infants are not, as a general 


rule, chargeable with laches.” Notwith- 
standing the fact that the complainants 
were represented by a guardian ad litem, 
it is within their prerogative to question 
the propriety of the trustee’s investments 
upon attaining majority, where pertinent 
information concerning such investments 
was withheld from them. 

Failure of the trustee to reveal the fact 
that the company from which it made mort- 
gage purchases was affiliated with it, to- 
gether with a prayer for the approval by 
the Court of such purchases, so that an 
issue could have been raised, constituted 
such an omission on the part of the trustee 
as to leave the investments open to later 
question by the then infant complainants. 


Distribution — Omitted Children — 
Burden of Proof 


Minnesota—Supreme Court 
In re Dorey’s Estate, 297 N.W. 561. 


The decedent’s daughter asserted a claim 
in the Probate Court to a share of the de- 
cedent’s estate. The decedent’s will made 
no mention of his daughter and, in fact, re- 
cited “I emphatically state that I have no 
children, grandchildren or parents liv- 
ing ***.” The will was drawn by a re- 
putable attorney who testified that the de- 
cedent told him to insert in the will the 
statement that he had no children. 

The claimant’s case rested upon a Minne- 
sota statute (Sec. 8745 of Mason’s Minne- 
sota Statutes of 1927, thereafter replaced 
by Section 42, Chapter 72, Session Laws of 
Minnesota for 1935) which provided that 
if a testator omitted to provide in his will 
for any of his children they shall take the 
same share of his estate which they would 
have taken if he had died intestate, unless 
it appears that such omission was inten- 
tional and not occasioned by accident or 
mistake. 

The Probate Court found that the claim- 
ant was in fact a daughter of the decedent, 
but held that the evidence did not show 
that the omission was occasioned by acci- 
dent or mistake. On appeal, the District 
Court reversed. 

HELD: Judgment of the District Court 
affirmed. Under the statute the burden of 
proof was upon the one who claimed that 
the omission was intentional and there was 
wholly lacking any proof that the omission 
here was intentional. 
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Distribution — Whether Trust For 
Support of Grandson is Trust for 
Maintenance 


California—Supreme Court 
Estate of Marre, 18 A.C. 159 (June 27, 1941). 


Angela Marre bequeathed residue of her 
estate in trust to distribute out of the net 
income such part as the trustee should 
deem advisable for the support and educa- 
tion of testatrix’s grandson, Stephen, and 
the balance to decedent’s daughter, Rosa. 
Decedent died June 14, 1933, and decree 
of distribution was rendered December 21, 
1937. At the former date Stephen, seven- 
teen years old, was a high school student. 
Present petition filed 1939 by Stephen, ask- 
ing that the court instruct trustees to re- 
imburse him for expenses incurred for sup- 
port and education during period of pro- 
bate. Order granting petition in part mod- 
ified to direct trustees to determine amounts 
necessary for Stephen’s maintenance from 
testatrix’s death until entry of decree of 
distribution. 


HELD: (1) Probate court had jurisdic- 
tion of petition though brought by bene- 
ficiary, not by trustee. 


(2) Surrounding facts showed that trust 
was for maintenance, as Stephen was testa- 
trix’s grandson, had been supported by her, 
and she had planned his education. Under 
these circumstances income payments from 
trust accrue at date of testatrix’s death. 


(3) Court will not exercise discretion 
confided to trustees, but where trustees have 
failed to exercise discretion because they 
believe they have no power to make the 
payments, will instruct them to fix the 
amount which should be paid. 


—_—————— 


Distribution—Husband’s Inter Vivos 
Transfer May be Attacked by Widow 
as Illusory Notwithstanding Lack of 
Right Under Statute to Elect Against 


Will 


New York—App. Div. 2nd Dept. 


Schnakenberg v. Schnakenberg, June 30, 1941, 


not yet reported. 


In 1931, without the knowledge or con- 
sent of his wife, the decedent transferred 
property in trust to pay him the income 
during his life, thereafter to his sister for 
her life, and thereafter to pay the capital 
to a charity. 
or revoke the trust. 


He reserved power to amend 
The trustee was given 
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discretionary power to apply principal for 
his comfort and support. The decedent’s will, 
made in 1926, passed property of trifling 
value, made no provision for the widow, and 
gave more than one half of the testamentary 
estate to charity, in violation of a New 
York statute in that respect [§17 D.E.L.]. 
The wife brought an action to set aside 
the transfer in trust as illusory and a fraud 
on her rights under §18 D. E. L. which 
gives the surviving spouse of a decedent 
dying after August 1, 1930 and leaving a 
will thereafter executed the right to take 
against the will his or her intestate share. 
The decedent’s sister moved to dismiss the 
complaint on the ground that the widow 
had no right of election under §18 because 
the will was executed before 1930, and 
therefore, the widow could not attack the 
transfer in trust. On appeal from Supreme 
Court’s order denying the motion, it was 


HELD: The complaint stated a cause of 
action within Newman v. Dore, 275 N. Y. 
371, because an issue was presented as to 
whether the transfer was illusory and in- 
tended only as a mask for the effective re- 
tention by the decedent of the property 
which in form he conveyed. The court de- 
clared that it was in disagreement with the 
Appellate Division of the Ist Department in 
Murray v. Brooklyn Savings Bank, 258 
App. Div. 132 [which case was reported 
in 70 Trusts and Estates 104 (Jan. 1940), 
and which was settled without being taken 
to the Court of Appeals]. 


a 


Internal Revenue Ruling 


A domestic fiduciary is not required to 
withhold income tax at the source from 
that portion of income of a trust consisting 
of gain from the sale of property in the 
United States which is distributable cur- 
rently to a nonresident alien beneficiary, or 
properly paid or credited to such beneficiary 
during the taxable year. I. T. 3160 (C. B. 
1938-1, 199) revoked. 1941-30-10791, I. T. 
3495. 






———_ 9 


On a retrial of the issue in Weiner v. 
Roof (see Jan. 1938 issue, page 127), the 
trustee of a subdivision trust was held not 
liable to a purchaser for fraud, it being 
shown that the trustee was an innocent 
party and the money was not retained by 
it but applied as the trust required. Weiner 
v. Roof, 45 A. C. A. 890 (Cal. App. July 
3, 1941). 
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Powers—Limitations — Termination 
of Trust by Consent of Parties 


California—District Court of Appeal 
Estate of Easterday, 45 A.C.A. 739 (June 30, 1941). 


Easterday’s will devised his estate in 
trust to pay the income to his son John for 
life, and upon his death corpus was to go 
to other persons, a one-fourth interest go- 
ing to testator’s niece Clara. Clara assign- 
ed her interest to John, who on final distri- 
bution of Easterday’s estate in probate con- 
tended that this one-fourth interest should 
be distributed to him absolutely, since he 
was now the owner of the legal remainder 
interest in it as well as the equitable life 
estate. The other three-quarters remainder 
interest was given under the will to de- 
scendants of three sisters of the testator. 


HELD: Decree refusing termination of 
the trust affirmed on the ground that the 
will and the surrounding circumstances (in- 
cluding even oral declarations of the testa- 
tor to the attorney who drew the will) 
showed that the testator intended the trust 
to remain intact during the son’s life, al- 
though spendthrift provisions were inten- 
tionally omitted. The case suggests that 
under such circumstances termination of the 
trust is discretionary with the Court. 


i 


Taxation—Estate & Inheritance — 
Direction to Pay Succession Duties— 
Source of Payment 


Ontario—High Court of Justice 
Re Shaw, 1941, Ontario Weekly Notes, page 209. 


The will contained the following clause: 


“TI direct all my just debts, funeral and testa- 
mentary expenses, succession duties and other 
taxes to be a first charge on my estate and to be 
paid and satisfied by my executors hereinafter 
named as soon as conveniently may be after my 
decease.”” 


The question asked was whether this 
clause had the effect of freeing from On- 
tario succession duties all gifts and benefits 
(other than residuary gifts) given by the 
will so that the duties would be paid in re- 
duction of the general residue, or whether 
there should be deducted from each gift 
the succession duty levied in respect thereof. 

HELD: The executors must deduct from 
the benefits going to any person under the 
will the succession duty payable in respect 
of such benefits. 

Section 10, The Succession Duty Act 
(1939), rendered each legatee liable for the 
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duty upon so much of the decedent’s prop- 
erty as passed to him and was dutiable; Sec. 
24 required an executor, before paying 
money or handing over property to a lega- 
tee, to deduct therefrom any duty payable 
thereon, made the executor accountable to 
the Crown for money so collected or in his 
hands, and imposed penalties upon the exe- 
cutor personally for failure to collect the 
duty and to pay it over to the Treasurer 
of Ontario. 


“The direction to the executors to pay the 
duties seems to be no more than a direction 
to do what the law requires executors to do 
in every case just as the direction to pay 
debts, funeral and testamentary expenses, 
is in law an unnecessary direction .. . it is 
not clear that the testator in the clause re- 
ferred to was doing more than setting out 
the duties which ordinarily must devolve 
upon his executor before he proceeds to dis- 
tribute the estate to those beneficially en- 
titled . . . there is not sufficient evidence 
of an intention on the part of the testator 
to alter the normal method of administra- 
tion or to make an additional gift of the 
succession duty.” 


ee (J 


Taxation—General — Franchise Tax 
—Business Situs 


California—Supreme Court 


Holly Sugar Corporation v. Johnson, 18 A.C. 195 
(June 2, 1941). 


Plaintiff, a New York corporation doing 
business in California and elsewhere, had 
acquired prior to 1928 for some $1,800,000 
70% of the capital stock of Santa Ana 
Sugar Company, a California corporation 
engaged in California in growing sugar 
beets and manufacturing sugar. In 1934 
the Santa Ana Company was liquidated, 
and plaintiff sustained a loss of some 
$1,100,000 in the transaction. The Fran- 
chise Tax Commissioner refused to allow 
this loss in computing plaintiff’s franchise 
tax for 1934. Plaintiff paid the tax under 
protest and brought the present suit to re- 
cover the additional amount assessed on 
account of the disallowance of this item. 
If the business of the Santa Ana Company 
could be given a definite situs in California 
the loss was deductible. Judgment dis- 
missing complaint on sustaining demurrer 
reversed. 

HELD: (1) General rule is that intang- 
ibles have a taxable situs at owner’s dom- 
icile, which in this case would be New 
York. 
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(2) Intangible property may acquire 
situs for taxation other than at owner’s 
domicile if it becomes an integral part of 
some local business. 

(3) If plaintiff’s stockholding in the Cali- 
fornia company was not merely an invest- 
ment with only passive participation on the 
part of the stockholder in the California 
corporation’s business, but was with the 
object of controlling the policies and oper- 
ations of the California corporation, using 
it as an agency or instrumentality of the 
foreign corporation in the conduct of the 
latter’s unitary business, then the loss sus- 
tained on liquidation of the California com- 
pany must be taken into account for the 
purpose of ascertaining that portion of the 
plaintiff’s net income “derived from business 
done within this state.” (Sec. 10, California 
Bank and Corporation Franchise Tax Act.) 


————— 


Wills—Probate—Oral Agreement To 
Make Will Specifically Enforceable— 
Evidence Must Be Clear-Cut 


New Jersey—Court of Chancery 
Taylor v. Langenbacker, 130 N. J. Eq. 59. 


In September, 1910, Gertrude Hannon, 
then age thirty-one, married John Lyle, who 
was sixty-one years her senior. In his last 
will, Lyle left his wife the bulk of his es- 
tate. 

The complainants, comprising certain 
other of Lyle’s relatives, allege that shortly 
after his will was probated, they met with 
Mrs. Gertrude Lyle, and stated their de- 
cision to contest the decedent’s will as being 
invalid. They further allege that in con- 
sideration of their forebearing from such 
contest, Gertrude Lyle agreed to execute a 
will through which she would devise one- 
half of her estate among three of such rela- 
tives. Gertrude Lyle died, leaving a will 
in which she ignored her husband’s rela- 
tives, devising her entire estate to others. 

In the opinion of the Court, the evidence 
offered in behalf of the complainants was 
in conflict, and was not overly convincing. 

HELD: Equity will specifically enforce 
a parole agreement to make a will. But the 
Court of Equity looks upon oral agreements 
to make a will with utmost suspicion. “The 
party asserting such agreement must pre- 
sent evidence that is definite, precise, and 
certain as to its terms, and clear and con- 
vinecing proof of all the circumstances. 
Those demands were not here met.” The 


relief sought by the complainants is de- 
nied. 
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Wills—Probate—Validity of Contract 
Not to Contest 


Minnesota—Supreme Court 
Thayer v. Knight, 297 N.W. 625. 


Action for specific performance of a con- 
tract to convey an interest in land. In 
June, 1937, the decedent made a will con- 
taining bequests to nephews and nieces. In 
1936 she had been committed to an insane 
hospital. She was restored to capacity in 
1937, after the will had been executed. She 
died shortly after the restoration. After 
her death, at a meeting of her heirs, plain- 
tiffs announced their purpose to contest the 
admission of the will. A contract was then 
signed by the beneficiaries of the will, 
whereby the defendant agreed to convey to 
the plaintiffs her life estate in certain real 
estate in consideration for plaintiffs not 
opposing the probate of the will. The will 
was duly admitted and distribution was 
thereafter had pursuant to the will. This 
action was to enforce that contract. De- 
fendant takes the position that the contract 
was illegal and given for no consideration. 


HELD: Judgment decreeing perform- 
ance of the contract affirmed. The court 
held that the agreement was not against 
public policy and that under the facts the 
will might not have survived a contest 
based upon the incompetency of the dece- 
dent. The court also held that there was 
adequate consideration for the agreement 


‘inasmuch as the plaintiffs had the right 


to contest, and threatened the contest in 
good faith. It distinguished Montgomery 
v. Grenier, 117 Minn. 416, 136 N. W. 9, 
upon the ground that in that case the evi- 
dence showed that the plaintiff did not in 
good faith threaten to contest the will. 


en 


Effective Aid to Defense Financing 


Describing the danger to America from 
totalitarian powers as direct and immediate, 
Cyril B. Upham, Deputy Comptroller of the 
Currency, speaking before the Kentucky 
Bankers Conference in Lexington, presented 
a 17-point program for bankers to follow in 
furthering the defense financing efforts of 
the Treasury. Among the various sugges- 
tions was one recommending that banks set 
up for the benefit of their officers and em- 
ployees some method that will enable them 
to purchase bonds or stamps on a contin- 
uing regular schedule out of current sav- 
ings. 
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Current Legislation Affecting Fiduciaries 
Outline of Some Recently Enacted Measures 


(Continued from July issue, page 97) 


California 


Ch. 895: Makes right of non-resident 
aliens to inherit California property de- 
pendent upon reciprocal right of Ameri- 
can citizens to take property on same 
basis as residents of respective countries 
of which such aliens are residents. Bur- 
den of proof is on non-resident alien. If 
no such right exists and no other heirs 
are found, property escheats to State. 

Ch. 125: Permits holder of mort- 
gage, deed of trust, or lien upon deced- 
ent’s real or personal property to pur- 
chase said property at a sale even though 
no claim has or could have been pre- 
sented or allowed. Details as to appli- 
cation of payment. 

Ch. 678: Adds to types of decedent’s 
assets which may be sold without neces- 
sity of confirmation upon obtaining court 
order. 

Ch. 164: Provides against stay of 
payment of family allowance pending 
appeal, if security is given by person in 
whose favor allowance is made. 

Ch. 473: Provides for reduction of 
guardian’s bond, and substitution and 
discharge of surety. 

Ch. 52: Adds Monterey Peninsula 
Airport District Bonds to legal list. 

Ch. 768: Requires holder of rejected 
claim who sues thereon to file notice of 
pendency of action within 10 days after 
filing complaint. 

Ch. 641: Provides for compensation 
for extraordinary services rendered by 
attorney for special administrator 

Ch. 795: Permits trust company to 
register securities in name of nominee. 

Deposit of trust funds in savings ac- 
count permitted only if insured. 


Connecticut 


Ch. 124: Empowers court to author- 
ize executors and administrators to con- 
vey real estate or any interest therein, 
in order to compromise or settle claims 
against estate. 
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Ch. 183: Prohibits judge of probate 
from appointing corporate fiduciary of 
which he is director or salaried officer 
unless such fiduciary has been nomin- 
ated by the testator or trustor. 

Ch. 122: Raises from $500 to $2,000, 
the amount of an estate in which it is 
unnecessary for fiduciary to render ann- 
ual account unless so ordered by court. 


Colorado 


H. B. 1876: Dispenses (in discretion 
of court) with requirement of surety on 


bond for executor or administrator if it . 


is a “company or association with capi- 
tal at least equal to that required by law 
of a surety company,” or if the bond is 
less than $500. 

Also shortens period of publication of 
notice to creditors to approximately six 
weeks; otherwise streamlines procedure. 


Florida 


Ch. 20954: Preserves right of sur- 
vivorship in tenancies by entirety, but 
provides that the tenants, upon divorce, 
shall become tenants in common. Any 
instrument purporting to create an es- 
tate tail shall, notwithstanding the rule 
in Shelley’s case, create an estate for life 
in the first taker with remainder per 
stirpes to issue of first taker in being at 
time of his death. 

Ch. 20844: Amends Stepmother Act 
apparently to make it applicable only in 
cases of intestate decedents. 


Hawaii 


Act. 77: Adds to legal list common 
and cumulative preferred stock of Amer- 
ican corporations at least 15 years in 
existence and having paid dividend on 
the common stock in each of the 10 years 
immediately preceding the investment. 

Also adds certificates of deposit. 


Illinois 


H. B. 488: Adopts, with variations, 
Uniform Principal and Income Act. 
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Uniform Simultaneous Death Act en- 
acted. 


Iowa 


S. F. 436: Reduces from 12 to 6 
months from giving of notice to cred- 
itors the date after which claims are 
barred, and extends the bar to claims 
in all classes. Advances legacies and 
distributive shares from 5th to 4th class, 
and permits their payment after 6 
months instead of 12. Widow’s and chil- 
dren’s allowances limited to period of 
administration, but not to exceed 12 
months. 


Massachusetts 


Ch. 474: Enacts common trust fund 
law. Applies to individuals as well as 
corporations; permits operation of fund 
without amortization of premiums; 
eliminates necessity of guardians ad 
litem in small trusts; minimum partici- 
pation for living trusts created after 
declaration of trust is $4,000. 


Ch. 549: Enacts Uniform Simultan- 
eous Death Act. 


Michigan 


S.B. 356: Enacts common trust fund 
law. Permits investment therein if not 
prohibited by instrument. Sets up out- 
line of what should be included in plan. 
Full investment powers granted. 


Minnesota 
Ch. 231: 


Enacts escheat statute pro- 
viding that, if money exceeds $2,000 
court may direct purchase of bearer 
bonds of United States government or 
of Minnesota or any of its political sub- 
divisions. 


Missouri 


H. B. 106: Provides for compensa- 
tion of executor or administrator who 
dies, resigns or is incapacitated during 
administration. 


S.B. 85: Prohibits death taxation of 
intangibles of non-resident decedents. 


S.B. 58: Exempts from income tax 
amounts contributed by employer to 
pension, bonus, or profit-sharing trusts. 
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S.B. 59: Prevents such trusts from 
being held invalid as violating rule 
against perpetuities. 

S.B. 68: Makes rule against accumu- 
lations inapplicable to such trusts. 

S.B. 69: Prescribes that amount dis- 
tributed to employee shall be considered 
as income to him only to extent that it 
exceeds total amount theretofore paid 
by him. 

S.B. 70: Exempts such trusts from 
inheritance tax. 


Nebraska 


L. B. 42: Permits guardians to invest 
in real estate, life insurance, endow- 
ment insurance or annuities as court 
may direct. 


New Jersey 


Ch. 123: Permits administration of 
non-resident absentee’s estate by some 
one other than spouse or next of kin 
where they cannot be located. 

Ch. 49: Validates deeds by execu- 
tors despite fact that necessary consent 
of life tenant could not be obtained due 
to his predeceasing testator. 

Ch. 228: Includes hospital expenses 
as prior liens against estate. 

Ch. 61: Provides that cemetery plots 
go to heirs at law if holder dies with- 
out making specific disposition thereof. 

Ch. 240: Makes public advertise- 
ments sufficient notice in settlement of 
accounts. 


Ch. 241: Provides that citations of 
surrogate may be substituted for such 
advertisements. 

Ch. 68: Permits fiduciaries mistak- 
enly acquiring real estate before Jan. 
3, 1941 (formerly 1938), without power 
to do so, to sell such property and give 
a valid deed therefor. 

Ch. 171: Prevents distribution to 
testamentary trustees to whom letters 
of trusteeship have not been issued. 


Ch. 153: Omits “purchased by dece- 
dent during coverture” in referring to 
undevised real estate in which surviv- 
ing spouse takes entire fee simple (where 
there are no issue). 
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New Mexico 


Ch. 85: Applies same method of dis- 
tribution to property acquired by dece- 
dent by gift from spouse as to property 
acquired by descent, devise or bequest 
from spouse. 


North Dakota 


Leaves trustee’s compen- 
(Former- 


H. B. 203: 
sation in discretion of court. 
ly set forth by statute.) 


Ohio 
S.B. 117: Prohibits death taxation 


of intangibles of non-resident dece- 
dents. 

S.B. 116: Enacts general revision 
of Probate Code. 

H. B. 181: Where deed conveys real 
property to A for life, remainder to his 
heirs in fee, A takes life estate only, 
remainder in fee simple vesting in heirs, 
as in case of a will. Where remainder 
is given, by deed or will, to heirs of body, 
A takes life estate and heirs of body 
remainder in fee simple. In any other 
situation in which, but for this statute, 
the rule in Shelley’s case would be applic- 
able, that rule is hereby abolished. 


Pennsylvania 


Act 57: Empowers fiduciaries to ac- 
cept deed in lieu of foreclosure of mort- 
gage, with approval of court of common 
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pleas, provided also that deed recites it 
is made to save cost of foreclosure under 
terms of this act. 


Act. 75: Adopts simultaneous death 
law. 


Act 151: Limits right of mortgagee 
to obtain deficiency judgment; court to 
fix fair market value of property sold 
on execution. 


South Carolina 


Act. 436:Bars disallowed claims un- 
less action is brought thereon within 12 
months after written notice by Probate 
Court of disallowance. 


Act. 217: Legalizes Revenue Bonds 
of Board of Visitors of The Citadel. 


Texas 


H. B. 981: Empowers court to order 
executor or administrator to pay, during 
administration, legacies or distributive 
shares and income therefrom, where 
value of assets is at least twice the ag- 
gregate amount of all debts, expenses 
and legacies. Expressed purpose is to 
avoid frequently heavy federal tax on 
estate income. 


Wisconsin 


Ch. 135: Authorizes court to appoint 
county treasurer as trustee of a cemetery 
trust where none is named in will. 
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